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4.72.6.1 (12-01-2002)
Qverview

472.6.1.1 (12-01-2002)
Technical
QOverview

4,72.6.2 {12-01-2002)
SPECIFIC PLAN
REQUIREMENTS

Guidance is provided for examiners on examining defined benefit plans
subject to the limitations of IRC 415(b), as amended under Title VIl of the
Uruguay Round Agreements Act, Pub. Law 103-465 (GATT), the Small
Business Job Protection Act of 1996, Pub. Law 104-188 (SBJPA}, and
the Taxpayer Relief Act of 1997, Pub. Law 105-34 (TRA '97). (Certain
changes enacted under the Economic Growth and Tax Relief
Reconciliation Act of 2001 {(EGTRRA), Pub. Law 107-18, that affect IRC
415(b) are provided as parentheticals.)

IRC 415 was added to the Code by the Employee Retirement Income
Security Act of 1974 (ERISA) and was generally effective for years
beginning after 1975. [RC 401(a)(16) provides that a trust is not a
qualified trust under IRC 401 if the plan of which such trust is a part
provides for benefits or contributions that exceed the IRC 415 limitations.

a. [RC 415(b) limits the annual benefit that can be accrued or paid to a
participant under a defined benefit (DB) plan, while IRC 415(c) lmits
the amount of employer and employee contributions that may be
allocated to an individual’'s account under a defined confribution (DC)
plan.

b. For limitation years beginning before 2000, where an individual is a
participant in both a DC and DB plan maintained by the same
employer, the benefits under both plans are subject to the combined
plan limitation of IRC 415{e). IRC 415(e) was repealed by SBJPA,
effective for limitation years beginning after 1899,

Reg. 1.415-1(d) provides that the terms of a qualified plan must preclude
the possibility that the limitations imposed by IRC 415 will be exceeded.
Thus, the terms of a DB plan must not allow a pariicipant to accrue a
benefit in excess of the 1IRC 415(b) limitation. Therefore, a plan may fail
to satisfy the IRC 415(b) limitations even though no participant has
actually accrued or received a benefit in excess of these iimitations. See
Reg. 1.415-3(a).

The Tax Reform Act of 1886 (TRA '86) provided that the limitations of IRC
415 (herein referred to as IRC 415 limits) could be incorporated by
reterence, but such an incorporation by reference must not viclate the
definitely determinable requirement of Reg. 1.401(a)-1(b}(1). Thus, the
terms of the plan must preclude employer discretion, and any rules that
allow optional methods of compliance must be stated in the plan.

For exampte, more than one definition of "compensation within the meaning of
IRC 415(c){3)” may be used for purposes of applying the IRC 415 limits. A
plan that otherwise incorporates IRC 415 by reference must specity which
definition of compensation is incorporated.

IR Manual
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472621 (12-01-2002)
General
Definitions and
Concepts

4.726.2.1.1 (12-01-2002)
Plan

4.72.6.2.1.2 (12-01-2002)
Employer

The following general definitions and concepts are relevant to IRC 415(b).

IRC 414()) defines a DB plan as any plan which is not a DC plan. Under
a DB plan, participants accrue a benefit each year under a formula that
must be explicitly stated in the plan. See Reg. 1.401-1(b}{1)(i), and Regs.
1.401(a)-1(b}{1){i) and (ii).

“Accrued benefit”, generally, refers to pension or retirement benefits and
not to ancillary benefits not directly related to retirement benefits. These
accruals must be limited as required under IRC 415(b) (and 415{e), as
appropriate, for limitation years beginning before 2000).

IRC 415(f) and Reg. 1.415-8 provide that for purposes of applying the
415{b) Himitations, all DB plans (whether or not terminated) ever
maintained by an employer are to be treated as one DB plan.

IRC 414(a) provides that for purposes of that section, in any case in
which the employer maintains a plan of a predecessor employer, service
for the predecessor is treated as service for the employer. Accordingly,
benefits and service for a predecessor employer are taken into account
with benefits and service for a successor employer for IRC 415 purposes.

Example 1: Company X maintained a DB plan for 5 years before it terminated
the plan in 1992. Company X adopied another DB plan in 1994, For those
employees who have participated in both plans, benefits under both plans
must be combined for purposes of applying the IRC 415 limits.

M

2)

IRC 414(b), {c), and {m} provide that for purposes of IRC 415 all
employees of al corporations which are members of a controlled group of
corporations (within the meaning of IRC 1563(a), determined without
regard to IRC 1563{a)}{4} and {¢)(3){c)), all employees of trades or
businesses {whether or not incorporated) which are under common
control, and all employees of the members of an affiliated setvice group
are treated as employed by a single emplover.

a. 1RC 415(h) provides that for purposes of applying {RC 414(b) and
{c), the phrase “more than 50%" shall be substituted for the phrase
“at least 80%" each place it appears in IRC 1563(a)(1). .

IRC 414(n) provides that, for purposes of IRC 415, a leased employee is
freated as an employee of the recipient of the leased employee’s
services.

a. In particular, benefits or contributions provided by the leasing
organization that are atiributable to services performed for the
recipient are treated as provided by the recipient.

4.72.6.2.1

12-01-2002 IR Manual



Section 415(b) 4.72.6 page 3

4.72.6.2.1.3 (12-01-2002)
Limitation Year

(3) Where (i) a company is a member of a controlled group or affiliated
service group that maintains a plan covering its employees, and (if) the
company subsequently leaves the group and establishes an unrelated
new plan, the plan of the prior group is aggregaied with the company’s
new plan for purposes of applying the IRC 415 limits to employees
covered by both plans.

a. Al DB plans ever maintained by an employer are treated as one DB
plan, and all DC plans ever maintained by an employer are treated
as one DC plan for purposes of applying the iimitations of IRC
415(b), (c), and for limitation years beginning before 2000, (e) (and in
this case, the company would be treated as maintaining both plans}.
See IRC 415(f) and Reg. 1.415-8{a).

Exampie 2: Companies A, B, and C are members of a controfled group of
corporations. Employees of all members of the controlled group are eligible to
participate in a DB plan, Plan A. The plan year and limitation year of Plan A
are both the calendar vear.

On 4/30/93, Company B terminates membership in the controlled group, and
immediately establishes a new DB plan, Plan X, and a DC plan, Plan Y, for its
employees. Both Plan X and Plan Y have a calendar year plan year and
limitation year. No transfers of assets and Habillities within the meaning of IRC
414() are made from Plan A to the new Plan X.

For the 1993 limitation year and subsequent limitation years, benefits under
both DB plans (Plan A and Plan X) must be aggregated for purposes of
applying the IRC 415(b) and, for limitation years beginning before 2000, IRC
415{e) lmitations. Company B would be treated as maintaining both plans.

(1) The IRC 415 limits are applied to a imitation year, which is the calendar
year unless another consecutive 12 month period is elected by the
employer. See Req. 1.415-2(b) for the definition of limitation year and
special rules.

a. The election to use any other consecutive 12 month period as the
fimitation year (other than the calendar year) must be made by the
adoption of a written resclution by the employer. This election can
also be made in connection with the adoption, by the employer, of
the plan or any amendments to such plan. Once the limitation year is
established, it may only be changed by one of the election methods
described above,

b. If a change is made, the new limitation year must be a consecutive
12 month period which begins on any day within the prior limitation
year.

{2) If the employer changes the limitation year, a short limitation “year” or
period is created because the new consecutive 12 month period must
begin on a day within the current limitation year. The short limitation
period begins on the first day of the current limitation year and ends on
the day before the first day of the new limitation year. Unlike DC plans,

iR Manual
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4.72.6.2.2 {12-01-2002) %)
Examinatiocn
Steps

4.72.6.3 (12-01-2002) (1)
IRC 415(b)
Limits

where the doliar limitation applicable to the short limitation period is
prorated, the dollar limitation is not prorated in the case of a DB plan.
See IRC 415(c) examination guidelines for DC plan proration rules.

As a general rule, a group of employers which constitute a controlied
group of corporations, commonly controlled trades or businesses or
affiliated service groups, within the meaning of IRC 414(b), (¢), or {m},
must all make the same election with respect to the limitation year.

a.  An employer that maintains more than one qualified plan must
generally use the same limitation year for each plan.

b. However, an employer that maintains more than one plan, or a group
of employers described above, may elect to use different limitation
years as prescribed by Rev. Rul. 79-5, 1979-1 C.B. 165. This Rew.
Rul. is designed to provide relief in the case of two or more large
plans of the same employer with accounting systems based on
different plan years and few, if any, participants covered by more
than one plan. The rules are complex and somewhat more restrictive
than the general case.

Determine all DC and DB plans currently maintained by the employer (or
that have ever been maintained by the employer), along with their
effective dates and earliest participation dates,

Determine whether the employer is a member of a controlled group of
corporations, a member of trades or businesses {whether or not
incorporated) which are under common control, or a2 member of an
affiliated service group. Taking IRC 415(h} into accournt, determine
whether the employer is treated with other members of these groups as a
single employer for purposes of applying the IRC 415 limits. If other
members are {¢ be taken into account, determine the same information
for their plans as that determined for the employer.

It an employee currently participating in a DB plan of the employer has
also participated in ancther ongoing or terminaied plan(s) of the same
employer {or of an employer treated as the same employer for purposes
of IRC 415 testing), aggregate benefits, service and participation under
these plans for purposes of applying the IRC 415(b) limits.

What is the limitation year for each plan? If the employer has elected to
use a 12-consecutive month period other than the calendar year, was the
election effected by one of the three methods discussed under the
definition of limitation year (i.e., separate written resolution, adoption of a
plan with a fimitation year other than a calendar year, or adoption of a
ptan amendment changing the limitation year)?

IRC 415(b) provides, in genetal, that henefits with respect to a participant
exceed the IRC 415(b) limits if, when expressed as an annual benefit
(within the meaning of IRC 415(b}2)), such annual benefft iz greater than
the lesser of:

4.72.6.2.1.3

12-01-2002 IR Manual
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4.72.6.3.1 (12-01-2002)
Cost of Living
Adjustments
(COLAs)

{2)

@3)

a. $90,000, or
b. 100% of the participant's average compensation for his/her
high-3-years.

The IRC 415(b){1)(A) limitation is often referred to as the DB “dollar
limitation” while the IRC 415(b}{1)(B) limitation is often called the DB
‘compensation limitation.”

Under SBJPA, effective for limitation years beginning after December 31,
1984, the DB compensation limitation does not apply to governmental
olans {as defined in IRC 414{d)}). (EGTRRA increased the DB dollar
limitation of IRC 415(b}(1)(A) to $160,000, effective for limitation years
ending after December 31, 2001. EGTRRA also provided that the DB
compensation limitation does not apply to multiemployer ptans (as
defined in section 414(f)) for limitation years beginning after December
31, 2001.) :

IRC 415(d) provides that the IRC 415(b}(1)(A) dollar limitation is adjusted
annually by the Secretary of the Treasury to take into account increases
in the cost-of-living, with the adiusted limitation effective as of January 1
of a calendar year and applicable to limitation years that end with or
within that calendar year.

a. The adjusted dollar limitation is applicable 1o participants in a DB
ptan and {o employees who have retired or otherwise terminated
their service under the plan with a nonforfeitable right 1o accrued
benefits, regardless of whether they have actually begun to receive
such benetits.

b. However, the annual benefit payable to a terminated participant that
is otherwise limited by the DB dollar limitation may be increased in
accordance with COLAS to the DB dollar limitation, but only if the
plan specifically provides for such post-retirement adjustments.

While a DB plan may inciude a provision that automatically adjusts the
maximum dollar limitation for changes in the cost-of-living, the provision
may only provide for scheduled increases that become effective as
provided in IRC 415(d) no sooner than January of each calendar year.
Stated differently, increases in the dollar limitation may not be anticipated.
See Reg. 1.415-5(a).

The DB doliar limitations in effect from ERISA through 2001 are given
below. As indicated, the Tax Equity and Fiscal Responsibility Act of 1982
(TEFRA) imposed a 3-year freeze on the COLAs to the DB dollar
limitation, beginning in 1983, and the Tax Reform Act of 1284 (TRA '84)
extended the freeze on COLAs until 1/1/88. (EGTRRA increased the DB
dollar timitation of IRC 415{b}(1)(A) to $160,000, effective for limitation
years ending after December 31, 2001.)

IR Manual

12-01-2002 4.72.6.3.1
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IRC 415(b)}{1)}{A) Dollar Limitations

Limitation added by ERISA $ 75,000
1/1/76 $ 80,475
11777 $ 84,525
11/78 $ 90,150
1/1/79 $ 98,100
1/1/80 $110,625
1/1/81 $124,500
1/1/82 $136,425
1/1/83 - - 1/1/87 $ 80,000
1/1/88 $ 94,023
1/1/89 % 98,064
1/1/90 $102,582
1/1/91 $108,963
1/1/92 112,221
1/1/83 $115,641
1/1/94 $118,800
1/1/95 - - 1/1/96 $120,000
1/1/87 $125,000
1/1/98 - - 1/1/99 $130.000
1/1/2000 $135,000
1/1/2001 $140,000
1/1/2002 - - 1/1/2003 $160,000

(4) In cenrtain circumstances the DB compensation limitation applicable to a
participant who has separated from service with a nonforfeitable right to
an accrued benefit may be adjusted annually to take into account
cost-of-living increases.

a.

Specifically, where the annual benefit payable to a terminated
participant is limited by the compensation limitation and where the
plan specifically provides for such post-termination
adjustments, the compensation limitation applicable to the
participant in the limitation year he/she separated from service may
be adjusted. See Regq. 1.415-5.

GATT provided that, for participants who have separated from
service, the amount taken inio account under 1IRB 415(b)}(1){B) (the
DB compensation limitation) is adjusted annually for increases in the
cost-of-living by the Secretary. The factors used to adjust the DB
compensation limitation applicable to such separated participants are
published by the Service as part of the cost-of-living adjustments

4.72.6.3.1

12-01-2002 IR Manual
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under IRC 415(d}. (The first factor provided by the Service was
included in Rev. Rul. 95-29.) The compensation limitation applicable
to such an individual for a calendar year is calculated by muitiplying
the compensation fimitation applicable to the individual, as adjusted
under prior law through the prior calendar year, by the factor
provided by the Service for that year.

c. The factors used to adjust the DB compensation limitation applicable
to a participant who separated from service before January 1 of the
calendar years from 1995 through 2001 are given below.

1005 1.0217
1996 1.0264
1897 1.0284
1908 1.0220
1909 1.0160
2000 1.0235
2001 1.03561
2002 1.0270
2003 1.0159

(5) For individuals whose benefits under a plan are limited by IRC 415(b)
and the plan provides for the escalation of benefits as the IRC 415(b) DB
dollar limitation is increased, benefits may only be increased beginning in
the year the increased IRC 415(b) limit becomes eifective, and benefits
for prior years are not retroactively increased because of benefit
increases in the current year.

(6) For purposes of calculating & single-sum distribution of a paricipant’s
benefit, COLA increases in the dollar limitation and the compensation
limitation must not be anticipated.

a. Where a plan formula provides that a participant’s benefit is
increased each year by a COLA which is a function of the Consumer
Price Index (CPI), a participant receiving their benefit in the form of a
single sum must receive projections of the CPI increases (based on
reasonable actuarial assumptions) as part of their single sum, but
only to the extent the single sum does not exceed the actuarial
present value of the lesser of the current dollar Emitation or gurrent
compensation limitation applicable to the participant.

Exampie 3: Company A has a DB plan, Plan Z, with a plan year and limitation
year that both end on 6/30. What is the DB dollar lirmitation applicable 1o a
participant in Plan Z for the limitation year ending 6/30/987

IR Manual 12-01-2002 4.72.6.3.1
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4.726.3.1.1 (12-01-2002)
Examination
Steps

Solution. The dollar imitation applicable to the 7/1/97 - 6/30/98 limitation year
is $130,000. The adjusted dollar limitation effective 1/1/98, is applicable to
limitation years that end during the calendar year 1998. See Reg.
1.415-3{a)(2).

Example 4: A DB plan, Plan Y, with a calendar year plan year and limitation
year was terminated on 8/10/96, but was nct able to make singie-sum
distributions o participants untii February 1997. Which adjusted doliar
limitation will be used for purposes of caiculating the maximum single
sum-distribution that can be distributed to a Plan Y participant?

Solution. The dollar limitation in effect on the date of termination ($120,000)
would be used for calculating the maximum accrued benefit under the plan in
an optional form, i.e., the maximum single sum which can be distributed. If the
plan provides for interest on late distributions, the amount may be increased
accordingly.

Example 5:in 1997, Mr. Burton retired from Plan K, a DB plan, at his social
security retirement age (SSRA) of 65. His benefit at retirement age, prior to
limitation for IRC 415(b}, was $150,000 per year, payable as a joint and 50%
survivor annuity. Mr. Burton's benefit in 1997 was limited by the IRC 415(b)
dollar limitation to $125,000. The terms of Mr. Burton’s plan provide for the
use of the adjusted dollar fimitation under IRC 415(b) and (d), but do not
provide for automatic post-retirement benefit increases as the 1RC 415 dollar
limitation increases. Howsever, in 1988, the plan is amended to provide for a
2% COLA adjustment for retiree benefits. Under the terms of the plan, ad hoc
COLA adjustments for retirees are calculated using benefits under the plan
formula, prior to limitation for IRC 415, How wilt this affect Mr. Burton's benefit
in 19087

Solution. in 1998, Mr. Burton can receive a 2% ihcrease in his benefit,
provided the increase will not cause the 1998 IRC 415(b) limitation to be
exceeded. Therefore, in 1998 Mr. Burton’s benefit would be computed as
$153,000 (1.02 x $150,000) which would then be limited to $130,000, the
1998 |{RC 415{b) dollar limitation. (Note that, keeping all other plan terms the
same, without the ad hoc COLA adjustment Mr. Burton's benefit would remain
at $125,000.)

(1} Is the correct IRC 415(b) dollar limitation being used for purposes of
applying the IRC 415 limits? Where a DB plan is terminated in one
firnitation year and benefits in the form of a single sum are not distributed
until the following limitation year, is the correct IRC 415(b) timit {the
mitation in effect at the time of termination) used for demonstrating that
IRC 415 fimits are satisfied?

{2) Where benefits of retired participants (with benefits limited by either the
DB dollar limitation or the DB compensation limitation) are increased as
the IRC 415(b} fimitation increases, do the terms of the plan specifically
provide for such post-retirement increases?

4.72.6.3.1

12-01-2002 IR Manual
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4.72.8.3.2 {12-01-2002) (1)
Average

Compensation

for High-3 Years

The IRC 415(b)}(1}(B) compensation limitation uses a participant’s
average compensation for his/her high-3-years, with a participant’'s
“high-3-years” described in IRC 415(b)(3} as the pericd of consecuiive
calendar years {not more than 3) during which the participant both was
an active participant in the plan and had the greatest aggregate
compensation from the employer,

Reg. 1.415-3(a)(3) provides that a participant’s high-3-years of service is
the period of 3 consecutive calendar years (or, the actual number of
consecutive years of employment for those employees who are employed
for less than 3 consecutive years with the employer) during which the
employee had the greatest aggregate compensation (as defined in Reg.
1.415-2{d})) from the empioyer.

Note: Because the regulations allow the use of a participant’s high-3-

(3)

(4)

consecutive years of service {rather than participation}, if such high-3-
years occur before the plan's effective date or before the employee
becomes an active participant in the plan, use of such high-3-years will
neot cause the plan to fall to safisfy the requirements of IRC 415(b). In
determining a participant's high-3-years, the plan may use any 12-
month pericd instead of the calendar year provided it is uniformly and
consistently applied.

While the terms of a plan may provide a different definition of compensa-
tion for purposes of calculating the rate of employer contributions or the
benefit accrual, a definitton of compensation within the meaning of IRC
415{(c}{3} must be used o determine whether the maximum permissible
contributions or benefits have been exceeded.

a. A plan that incorporates IRC 415 by reterence must specify which
definition of compensation is incorporated. Compensation used for
IRC 415 purposes is defined in Reg. 1.415-2(d) and discussed in
detail in the 1RC 415{c) Examination Guideline.

b. SBJPA amended IRC 415(c)(3) to provide that, for years beginning
after December 31, 1897, compensation for IRC 415 purposes in-
cludes any elective deferral (as defined in section 402(g){3})), and
any amount that is contributed or deferred by the employer at the
election of the employee and that is not includible in the gross in-
come of the employee by reason of IRC 125 or IRC 457. For limita-
tion years beginning after December 31, 2000, compensation for IRC
415 purposes also includes any elective amounts that are not includ-
ible in the gross income of the employee by reason of IRC 132(f){(4).
Reg. 1.415-2(d) has not yet been updated to reflect these changes in
IRC 415(c)(3).

IRC 401(a)}{17}, added by TRA 86, imposes an annual compensation
limit on the amount of compensation a qualified plan can take inio ac-
count in determining allocations in a DC plan, or benefit accruals in the
case of a DB plan.

Note: The percentage of compensation limitations of IRC 415(b} and IRC

415(c) are based upon the actual IRC 415(c)(3} compensation, without
regard to the IRC 401({a)(17} compensatior limit. However, the benefits

IR Manual
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4.72.6.3.2.1 (12-01-2002)
Examination
Steps

and contributions to which the IRC 415 limits are applied cannot be
based on compensation in excess of the IRC 401(a)(17) compensatich
limit. [Note that where a plan does not incorporate IRC 415 by refer-
ence and defines compensation for all purposes undet the plan as
compensation not in excess of the 1RC 401{a)(17) compensation limit,
the 100 percent of high three-year average compensation limitation
used under the plan will use compensation as defined under the plan,
and the plan’s compensation limitation will be more restrictive than the
[RC 415(b) and 415(¢) compensation limitations.]

Example 6: Mr. Holler commenced employment on 1/1/85, at age 55, and be-
gan paricipating immediately in his employer's DB plan (Plan M). The benefit
at normal retirement age (65) under Plan M (before limitation for IRC 415(b))
is years of service (not to exceed 10) times 10% times final average compen-
sation, where final average compensation is calculated using the participant’s
high-3 consecutive years average compensation. Mr. Holler's 1895 compensa-
tion is $200,000. What compensation amounts wouid be taken into account in
1995 in determining Mr. Holler's benefit and the IRC 415(b){1}(B} compensa-
tion fimitation applicable to this benefit?

Solution. in calculating the beneflt under the pian formula in 1985, the com-
pensation would be limited by the 1995 IRC 401(a)(17) compensation limit to
$150,000. Thus, after 1 year of service, Mr. Holler's benefit under the plan for-
muia, payable at normal retirement age, prior to limitation for IRC 415, would
De 156,000 [1 x 10% x $150,000]. The IRC 415{b)(1) limitation applicable to
Mr. Holler's benefit would be the lesser of the IRC 415(b){(1}{A) dollar limitation
or the {RC 415(b){(1)(B} compensation limitation. The compensation limitation
applicable io Mr. Holler would be calculated taking his actual compensation
($200,000) into account.

{1) s an IRC 415{c)(3) definition of compensation used under the plan for
purposes of detarmining whether the limitations of IRC 415 have been
exceeded? Does the plan specify which definition is used for purposes of
determining the IRC 415(c¢)(3) compensation?

(2} Are elective deferrals treated appropriately in determining the
compensation used for IRC 415 testing (i.e. IRC 415{c}(3)
compensation)?

a. Are amounts which are detferred and not includible in gross income
under IRC 125 plans, 401{k) plans, 403(b) plans, 408(k} plans, and
457 plans excluded from compensation for IRC 415 testing for
limitation years beginning before 10987

b. For limitation years beginning after December 31, 1997, does
compensation for IRC 415 purposes include any elective deferral as
defined in section 402{g)(3) (which includes elective deferrals under
401(k), 403(b}, and 408(k) plans), and any amount which is
contributed or deferred by the employer at the election of the
employee and which is not includible in the gross income of the
employee by reason of IRC 125 or [RC 4577

4,72.6.3.2
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c. For imitation years beginning after December 31, 2000, does
compensation for IRC 415 purposes include any elective amounts
that are not includible in the gross income of the employee by reason
of IRC 132(f)(4)?

(3) Is the employee’s compensaticn from all members of a controlled group
(or from all members of an affiliated service group) taken into account?

(4} For the IRC 415{b) percentage of compensation limitation, is average
compensation for a participant's high-3 years calcuiated correctly?
Remember, while a participant’s benefits cannot be based on
compensation in excess of the 1RC 401{(a)(17) compensation limit, the
IRC 415(b) compensation limitation is based on actual IRC 415(¢)(3)
compensation.

472633 {12-01-2002) (1} IRC 415(b)(1) limits the “annual benefit" which may be provided by a

Annual Benefit qualified plan. Annual benefit is further defined in IRC 415(b)}(2){A) as a
benefit payable annually in the form of a straight life annuity (with nho
ancillary benefits) under a plan to which employees do not contribute and
under which no rollover contributions {as defined in IRC 402(a){5),
403(a)(4) and 408(d)(3)) are made.

(&) Unlike a DC plan which limits the amount of annual additions which may
be made to the account of a paticipant in any given year, & DB plan
must limit the annual benelit that may accrue or be paid at any time to a
participant. In determining the annual benefit, benefits attributable to
certain amounts are not taken into account:

a. Mandatory or voluntary employee contributions;

b. Rollover contributions (as defined in IRC 402(a)(5), 403{a}(4). and
408(d)(3)); and

c. Assets or liabilities transterred from one qualified plan to another.
See Reg. 1.415-3(b).

Note: The limitation on benefits is a maximum against which the plan’s
annual benefit is compared, and annual benefit refers to a retire-
ment income benefit payable annually in the form of a straight life
annuity. The test is applied by comparing the participant’s retirement
benefit under the plan to the maximum annual benefit that could be
paid to the participant under IRC 415(b). Where a DB plan provides a
retirement benefit in any form other than a straight lite annuity, the plan
benefit is adjusied to a siraight life annuity that is the actuarial equiva-
lent of such benefit under rules provided in IRC 415(b)(2), Reg.
1.415-3, and Rev. Rul. 88-1, 1988-1 C.B. 249 {fcr limitation years end-
ing after December 31, 2001, see alsc Q&A-3 of Rev. Rul. 2001-51,
2001-45 LLR.B. 427). Therefore, 1o test a DB plan under IRC 415, the
plan’s refirement benefit is actuanally adjusted 10 the same form as the
annual benefit described in IRC 415, and the annual benefit imitation
must be adjusted such that it commences at the same time as the re-
tirement benefit,

IR Manual 12-01-2002 4,72.6.3.3
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4.72.6.3.4 (12-01-2002) {1
Adjustments to
Benefits and
Limitations

4.72.6.3.4.1 (12-01-2002) (1)
NO Adjustments
Required

4.72.6.3.4.1.1 (12-01-2002) (1)
Ancillary
Benefits

47263412 (12-:01-2002) (1)
Qualified Joint

& Survivor

Annuity

Following are examples of plan benefits payable in a form other than a
straight life annuity and indicate whether all or a portion of each benefit is
taken into account when determining the “annual benefit” limited by 1RC
415(b). Also provided are examples demonstrating--

a. adjustments to the DB doliar limitation where benefits commence
before or after a participant's SSRA (for limitation years ending
before 2002), and

b. certain other adjustments.

Benefits for which no adjustments are required include--

a. Ancillary benefits;
b.  Qualified joint and surviver annuities; and
c. Post-Retirement Cost-of-Living Increases.

IRC 415(b)(2}{B)} provides in part that any ancillary benefit that is not
directly related to retirement income benefits is not taken into account
when adjusting the plan benefit for other forms of benefit for purposes of
complying with the DB plan limitations. See also Reg. 1.415-3(b}(2).

Examples of ancillary benefits not directly related to retirement benefits.
See Reqg. 1.415-3(cH2).

a. Payment of medical expenses {or insurance premiums for such
expenses).

b, Pre-retirement life insurance protection and lump-sum death benefits.

¢. Sickness, accident, hospitalization and medical expenses for retired
employees, their spouses and dependenis under iRC 401{h).

d. Disability benefits not in excess of the qualified disability benefit. (A
qualified disability benefit is defined in IRC 411(a}{3) as a disability
benefit that does not exceed the benefit that would be provided for
the participant if he/she separated from service at hormal retirement

age.)

Note: A plan providing such benefits will not be required to take them
into account when determining whether the [RC 415(b) limits have been
exceaded.

No adjustment is required for a benefit payable as a qualified joint and
survivor annuity (QJSA) to the extent the value of such annuity exceeds
the sum of the values of.

a. A straight life annuity beginning on the same date, and
b.  Any postretirement death benefits that would be payable even if the
annuity was not in the form of a joint and survivor annuity,

4,72.6.3.4
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Exampie 7: A DB plan (Plan A) provides for an annual benefit of 100% of final
average compensation, not 1o exceed the lesser of the IRC 415(b} dollar or
compensation limitations. A participant of Plan A, Mrs. Jones, retires in 1999 al
her SSRA and has her benefit limited by IRC 415(b){1) to $130,000. This
participant is married at the time benefits commence, and the plan will pay an
annuity of 100% of compensation (up to $130,000) during her lifetime, and
should she die, a qualified survivor annuity of the same amount will be
provided during her spouse’s lifetime. This plan formula would meet the IRC
415(b) limits because the spouse’s benefit is not considered an additional
benefit for IRC 415 purposes, since it is a QJSA.

{if, however, the plan included a 10-year certain feature providing that 100% of
compensation was payable during the participant's lifetime and her spouse’s
lifetime, should she die--but in no event, for a period shorter than 10
years--the formula would not satisfy IRC 415(b). The 10-year certain feature
would make this benefit more valuable than a simple joint and survivor
annuity, and the full dollar limitation of $130,000 could not be provided.)

Note: Where a plan provides that the normal form of benefit distribution
is a straight life annuity, married participants automatically receive
a QJSA option (which may or may not be subsidized), and also
provides for elective singie-sum distributions, the maximum single
sum which may be distributed to any married participant who
elects a single sum is the actuarial equivalent of the maximum al-
lowable straight life annuity, not the actuarial equivalent of the
maximum allowable joint and survivor annuity. The increased ben-
efit provided by z joint and survivor annuity for which no adjust-
ments are made is available only if such benefit is paid as a joint
and survivor annuity. All other forms of benefit are limited 1o the
actuarial equivalent of the maximum allowable straight life annuity
benefit. Note, however, that if the normal form under the plan is a
qualified joint and 100 percent survivor annuity and the participant
elects to receive a single sum, a forfeiture under IRC 411 will oc-
cur because the participant wouid be limited under IRC 415 to the
single-sum equivaient of the maximum allowable straight life an-
nuity. Conversely, if the plan provides the single-sum equivaient of
the maximum allowable joint and 100 percent survivor annuity in
order to avoid a forfeiture under IRC 411, the benefit would exceed
the limitations of IRC 415. Therefore, a plan must be drafted to
avoid these possibilities.

(2) Where a plan provides that the amount of a participant's benefit to be
paid in the form of a joint and survivor annuity is calculated by applying a
reduction factor to the patticipant’s single life annuity benefit under the
plan formula, the terms of the plan may provide that the reduction factor
is applied before the IRC 415 limit is applied.

Exampie 8: Mr. Jones, after 25 years of participation in a DB plan, Plan Z, will
retire and commence receiving benefits in 1997 at his SSRA of 65. Under Plan
Z, Mr. Jones’” benefit, paid as a single life annuity, is $150,000 betore the ap-
plication of IRC 415(b). i Mr. Jones’ benefit is paid as a joint and 50% survi-

IR Manual
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4.72.6.3.4.1.3 {12-01-2002)
Post-Retirement
Cost-of-Living
Increases

4.72.6.3.42 {12-01-2002)
Adjustments
Are Required

4.72.6.3.42.1 {12-01-2002)
Other Forms Of
Benefit

vor annuity, the plan provides that an 85% reduction factor is applied to the
single life annuity benefit, before limitation for IRC 415{b). The plan further
provides that the survivor portion of a participant’s benefit, when in the form of
a joint and 50% survivor annuity, is computed using the participant’s benefit,
reduced for the joint and survivor form, but prior to the application of IRC
415(p), provided the survivor portion does not exceed the benefit payable to
Mr. Jones, after limitation for IRC 415(b).

Mr, Jones’ benefit in the form of a joint and 50% survivor annuity would be
calculated as $127,500 ($150,000 x 85% = $127,500), which would then be
limited by IRC 415(b) {0 a $125,000 joint and survivor annuity. The survivor
portion of the annuity will be computed as 50% of $127,500, or $63,750.

Nofe: Of course, under the top-heavy rules this is a nonproportional subsidy
{unless the group to which the subsidy applies would independently
satisfy the requirements of IRC 410{b}). See Q&A T-26 and T-27 of
Reg. 1.416-1, and also the examination guidelines on top-heavy plans.

(1) No adjustment is required for the value of benefits which reflect
post-retirement cost-of-living increases, if these are made in accordance
with the regulations. See 4.72.6.3.1.

{1) Benefits for which adjustments are required include--

a. Other forms of benefit; and
b. Employee contributions.

{1} Where a DB plan provides a benefit other than in the form of a siraight
life annuity an adjustment is required (except for those benefits previously
discussed for which no adjustment is required). Such form of benefit must
be adjusted o an actuarially equivalent straight life annuity beginning at
the same age at which the plan benefit is to be received.

(2} Prior to amendment by the Uruguay Round Agreements Act, Public Law
103-465 (GATT), as amended by the Small Business Job Protection Act
of 1996, Public Law 104-188 (SBJPA), IRC 415(b)(2)(E)(1) provided that
the interest rate assumption used tor purposes of adjusting the benefit
where the benefit is payable other than in the form of a straight life
annuity must not be less than the greater of 5% or the rate specified in
the plan. The specified plan rate is the rate used under the plan for
actuarial equivalence for that specific benefit form. (The mortality table
used for adjustments under {RC 415(b)(2) is generally the table used for
actuarial equivalence for the specific benefit form under the plan, but the
plan is permitted to speciy another reasonable mortality table for this
purpose.)

Note: Some plans may specify different interest rates {or mortality tables) for
different benefit forms.

4,72.6.3.41.2
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Example 9: Mr. Burns will retire in 1894 at age 65, his SSRA, after 20 years
of participation in a DB plan, Plan W. Plan W provides that participants may
elect to receive their benefit in the {orm of a single sum which is the actuarial
equivalent of their annual benefit under the Plan, calculated using the UP-
1984 Mortality Table and 4%. Using these assumptions, Mr. Burns’ benefit in
the form of a single sum, before limitation for IRC 415, is $750,000. Mr. Burng’
high-3 average compensation is $135,000.

How is the IRC 415(b) limit applied to his single sum benefit? (This is an ex-
ample of an adjustment for form of benefit.)

Soluticn. Mr, Burng’ high-3 average compensation exceeds the 1994 dollar
limitation: ($118,800), so the dollar imitation is the limitation that will apply to
Mr, Burns’ benefit. Because a single sum is a form of benefit other than a
straight life annuity for which an adjustment is required, the single sum must
be converied o an equivalent single lite annuity commencing at the same age
for purposes of applying the IRC 415 limits. The actuarial assumptions, which
would be used for these purposes in 1994, would be the mortality table used
under the plan for single sums and an interest rate that is the greater of 5% or
the rate used under the plan for single sums {4%). Thus, the UP-1984 Table
and 5% would be used to derive an age 65 annuity factor equal to the cost of
a $1 per year life annuity, paid monthly, which is 10.036.

The single sum ($750,000) is then divided by the annuity factor (10.038) to
obtain an equivalent single life annuity of $74,730.97. Mr. Burns' benefit, ex-
pressed as an “annual benefit” (§74,730.97), must not {and does not) exceed
the IRC 415(b) limit applicable to Mr. Bums in 1994 ($118,800). Therefore, Mr.
Burns’ single sum benefit satisfies IRC 415(b).

4.72.6.34.2.1.1 (12-01-2002) (1) GATT (section 767(b}) amended IRC 415(b)}2)(E)D), (i), and (i), to
GATT Changes provide in general that where the form of benefit is not subject to IRC
Assumptions 417(e)(3). for purposes of adjusting the benefit or any limitation under
Used For Form inan i areater of 8 percent or tne rate apacifed m he pian Where th

. er of 5 percent or the rate specified in the ptan. ere the
Adjustments form of benefit is subject to IRC 417(e)(3), for purposes of adjusling
the benefit or any limitation under IRC 415(b)(2)(B) or (C), the applicable
interest rate (as defined in IRC 417(e)(3)) is substituted for 5 percent.
That is, where the form of benefit is subject to IRC 417(e)(3), the
interest rate used to adjust the benefit or limitation must not be less than
the greater of the applicable interest rate or the plan rate. IRC
A15(bK2)(E) (v}, added by GATT, provides that for purposes of adjusting
any benefit or limitation under IRC 415(b)(2)(B}, (C), or (D), the mortality
table prescribed by the Secretary for IRC 417(e}3) must be used (the
applicable mortality table).

{2) The GATT amendments o IRC 415(b)(2}(E) were generally effective as
of the first day of the first limitation year beginning in 1895, although an
employer could elect o treat the changes as being effective on or after
December 8, 1884. GATT also provided that a participant’s accrued
benefit would not be considered to be reduced in violation of IRC
411{d}{B) where such reduction resulis solely from the application of the

IR Manual 12-01-2002 4,72.6.3.4.2.1.1
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IRC 415(b){2)(E) changes. Although a pariicipant's accrued benefit is
permitted to be reduced, section 767(d)(3) of GATT provided that an
accrued benefit is not required to be reduced helow the accrued benefit
as of the last day of the last plan year beginhing before January 1, 1995.
Thus, an employee's accrued benefit as of the last day of the last plan
year beginning before 1995 could be (but was not required to be)
protected. Rev. Rul. 95-29, 1995-1 C.B. 81, provided guidance in the
form of questions and answers on the limitations on benefits and
coniributions under IBC 415 as amended by GATT.

Section 417(e)(3) provides rules regarding the actuarial assumptions to
be used to determine the present value of a participant’'s accrued benefit.
GATT amended section 417(e}(3) to provide a specific mortality table and
changed “the applicable interest rate” that must be used to datermine the
present value of a benefit subject to section 417{e)(3}. The applicable
interest rate specified in section 417(e)(3) is the annual interest rate on
30-year Treasury securities as specified by the Commissioner, Benefits
subject to section 417(e}(3) include all forms of benefit except benefits
payable in the form of an annual benefit that does not decrease during
the life of the participant, or, in the case of a QPSA, the life of the
participant's spouse; or decreases during the life of the participant merely
because of the death of the survivor annuitant (but only if the reduction is
to a level not below 50 percent of the annual benefit payable before the
death of the survivor annuitant), or the cessation or reduction of Social
Security supplements or qualified disability benefits (as defined in section
411{a)(9). (See section 417(e)(3) and the regulations thereunder to
determine whether a form of benefit is subject to section 417(e)(3}.)

(For examples where benefits and/or limitations are adjusted during the peried
following the efiective date of the GATT IRC 415({b}(2}{E) changes and prior 1o
the amendment of GATT by SBJPA, the agent should consult Chapter 2 of
Employee Plans CPE Technical Topics for 1998, or consult the area actuary.)

4.72.6.3.4.2.1.2 (12-01-2002) (1)
SBJPA Amends
GATT

SBJPA {section 1449(b}) amended GATT to provide that whether or not
the benefit is subject to IRC 417(e)(3}, adjustments to the [imitation
under IRC 415(b}{2)(B), (C), or (D) only take 5 percent and the rate
specified in the plan into account in determining the interest rate to be
used for purposes of the adiustment. Thus, the applicable inierest rate
is not used to adjust the DB dollar limitation. The applicable interest
rate is used to adjust the benefit where the benefit is in a form subject to
IRC 417(e}{3). The applicable mortality table is taken into account for all
adjustments under {RC 415(b}2)(B), (C), and {D). The applicable
mortality table is currently set forth in Rev. Rul. 95-6, 1895-1 C.B. 80.
Section 1449(c) of SBJPA provided that the amendmenis made by
sections 1449{a) and {b) are effective as if included in the provisions of
section 767 of GATT. Rev. Rul. 98-1, 1898-1 C.B. 249, provides guidance
in the form of questions and answers on the limitations on benefits and
contributions under section 415 as amended by GATT and taking into
account the applicable provisions of SBJPA, after technical correction
made by the Taxpayer Relief Act of 1997 (TRA '97). This revenue ruling
modifies and supersedes Rev. Rul. 95-28.

4.72.6.3.4.2.1.1
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{2)

Sectior 1449(a) of SBJPA amended section 767(d)}{3} of GATT to provide
that plans adopted and in effect before December 8, 1994, are not
required to apply the IRC 415(b){(2XE) changes {as amended by SBJPA)
with respect to benefits accrued before the earlier of (i) the date a plan
amendment applying the IRC 415{b)(2}{E) changes is adopted or made
effective, whichever is later, or {ii) the first day of the first limitation year
beginning after December 31, 1888. Determinations under IRC
415(b)(2)(E) before such earlier date shall be made with respect to such
benefits on the basis of [RC 415(b)(2)(E) and the provisions of the plan
as in effect on December 7, 1894 {but only if such provisions of the plan
meet the requirements of IRC 415 as in effect on December 7, 1894).
Rev. Rul. 98-1 provides guidance on the SBJPA transition rules regarding
the application of the IRC 415(b)(2)(E) changes. These rules and others
are discussed in 4.72.6.3.4.3.4, Transition Rules After SBJPA/Rev. Rul.
98-1.

Sponsors of plans adopied and in effect before December 8, 1994, who
amended their plans for GATT changes to IRC 415(b)}(2}(E} prior to
August 20, 1996, (SBJPA enactment date} were permitted by SBJPA to
amend the plan to repeal such amendment within one year of the
enactment of SBJPA. This period was extended by section 3.03 of Rev.
Proc. 89-23 fo the last day of the first plan year beginning on or after
January 1, 2000. The period was further extended to the last day of the
fitst plan year beginning on or after January 1, 2001, by section 4 of Rev.
Proc. 2000-7. Thus, prior to the end of the remediatl amendment period,
an employer adopting a repealing amendment 10 a plan has the same
options for that plan as an employer that has not made any plan
amendments to apply the IRC 415(b}{2)(E) changes.

Example 10

Plan A, a DB pian with a normai retirement age of 65, provides that
single-sum distributions are determined as the actuarial present value
of the annual straight life annuity payable at the actual retirement date.
Prior to GATT, Plan A provides that a single sum is determined using
the 83 |AM {Male) Mortality Table and 6% interest, but must be at
least as great as the single sum calculated using the IRC 417{e)
interest rates. The 83 1AM (Male) table is also used for purposes of
IRC 415(b) adjustments under the Plan.

Foliowing GATT as amended by SBJPA, Plan A is amended to provide
that a single sum is determined as the greater of the single sums
defermined using {1) 83 1AM {Male} and 8%, and (2} the applicable
interest rate and the applicable mortality table. The Plan has been
amended to apply the IRC 415(b)(2)(E) changes to all accrued
benefits for all participants under the Plan. Assume that the applicable
interest rate is 8%,

Participant M, whose S5RA is age 65, retires at age 65 from Plan A
and elects to receive a distribution in the form of a single sum. Both
before and after GATT, the largest single sum is equal to $950,000
(the $950,000 single sum determined using the 83 1AM Mortality Table
and 6% interest exceeded the single sums determined using the other
statec; assumptions io be taken into account in determining single
sSums}.

IR Manual
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Example 10

How are the IRC 415(b) limitations applied to M's benefit? (This is an
example of adjustment for form of benefit.)

Solution prior to GATT.

Step 1: the $950,000 is converted to a straight life annuity by dividing
it by an age 65 annuity factor {10.5786), determined using the 83 IAM
table and 6% (the greater of 5% and the plan’'s rate), as shown below.

$950,006 / 10.576 = $80,826

Step 2: the applicable §415(b) limitation, the lesser of the dollar
limitation and the compensation limitation applicable to M's benefit, is
determined.

Step 3: M's equivalent annual benefit (389,826) must not exceed the
applicable limitation, Limit as necessary.

Solution after GATT as_ amended by SBJPA.

Step 1: Convert the $950,000 to an equivalent straight life annuity, in
two separate calculations:

{i) $950,000 is divided by an immediate annuity
purchase rate {10.578}) determined using 83 IAM and
6%, the plan assumptions for actuarial equivalence for
single sums;

$950,000 / 10.576 = $89,826

(i} $950,000 is divided by an immediate annuity
purchase rate (9.198) determined using the applicable
interest rate (8%) and the applicable mortality table:

$950,000 / 9.196 = $103,306

The equivalent annual benefit for purposes of IRC 415 is the greater
of (i) and (ii}, which is $103,306.

Step 2: Determine the applicable IRC 415(b) imit, the lesser of the
applicable dollar limitation and the applicable compensation limitation.

Step 3: The equivalent annual benefit ($1063.306) must not exceed the
applicable fimit. Plan language must preclude an accrual in excess of
the limit,

Example 11

Plan R, a DB plan, provides that the normal form of pension is a
10-year certain and life annuity. Actuarial equivalence for all purposes
under the Plan is based on the 83 [AM (Male) Mortality Table and 6%
interest. Following SBJPA, the Plan was amended to apply the IRC
4;]15(b)(2)(E) changes to alt accrued benefits for all participants under
the Plan,

Participant P, whose SSRA is age 65, retires at age 85 from Plan A
and elects to receive the plan benefit equal to (prior to application of
IRC 415) a $120,000 per year 10-year certain and life annuity.

How are the IRC 415(b) limitations applied io P's benefit? (This is an
example of adjustment for form of benefit.}

Solution prior to GATT.

4.72.6.3.4.2.1.2
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Example 11

Step 1: the 10-year certain and life annuity is converted o an
equivaient straight life annuity commencing at the same age using the
83 JAM table and 6% (the greater of the plan rate and 5%). This is
accomplished by converting the 10-year ceriain and life annuity to a
iump sum by muitiplying $120,000 by the annuity purchase rate for an
age 65 10-year certain and life annuity (11.132), and then converting
the lump sum to a straight life annuity by dividing it by the purchase
rate for an age 65 straight life annuity {10.576}.

($120,000 x 11.132) / 10.576 = $126,309

The equivalent annual benefit payable at age 65 as a straight life
annuity is equal 1o $126,309,

Step 2: Determine the applicable IRC 415(b) iimit, the lesser of the
applicable dollar limit or the applicable compensation limit,

Step 3: The equivalent annual benefit must not exceed the applicable
limitation. Plan language must preclude an accrual in excess of the
fimit.

Solution after GATT as amended by SBJPA.

: Step 1: Conven the 10-year certain and life annuity to a straight life
annuity. (Note that this benefit is a nondecreasing annuity benefit and
is not subject to §417{e)(3}.)

{iy Using the plan’s definition of actuarial equivalence,
the $120,000 10-year certain and life benefit is
converted to an equivalent straight life annuity, using
annuity factors {based on 83 IAM and 6% for an age
65 10-year certain and life annuity and an age 65
straight life annuity.

{$120,000 x 11.132) / 10.576 = $126,309

(i) Using 5% interest and the applicable moriality
table, the 10-year certain and lite benefit is converted
to a straight life annuity. The applicable annuity factors
are 12.079 (annuity factor for an age 65 10-year
certain and life annuity) and 11.534 {age 65 straight
tife annuity factor).

{$120,000 x 12.079; / 11.534 = $125,670

The equivalent annual benefit payable as a straight
life annuity is equal to the greater benefit, $126,309.

Step 2: Determine the applicable IRC 415(b} limit.

Step 3: The equivalent annual benefit must not exceed the applicable
limitation. Plan language must preclude an accrual in excess of the
timit.

47263422 (12-01-2002)  {1) Adjustments for employee contributions are described.
Employee
Contributions

IR Manual 12-01-2002 4.72.6.3.4.2.2



page 20

4.72 Employee Plans Technical Guidance

4.72.6.3.4.22.1 (12-01-2002) (1)
Mandatory
Contributions

472634222 (12-01-2002) (1)
Voluntary
Contributions

4.72.6.3.4.2.2.3 (12-01-2002) (1)
Transfer of

Assets or

Liabilities

When a DB plan provides for mandatory contributions, the annual benefit
attributable to such contributions is not taken into account in testing the
IRC 415(b) limitation on benefiis. Therefore, when these contributions are
rot kept in a separate account, the portion of the annual benefit that is
atributable to the mandatory contributions must be determined using the
rules under IRC 411(c)(2)(B). The annual benefit minus the benelit
attributable to mandatory employee contributions is the amount that
cannot exceed the limitation on benefits under IRC 415(b).

in general, the accrued benefit derived from contributions made by an
employee as of any applicable date is the amount equal to the
employee’s “accumulated coniributions” (as defined under IRC
£11(¢)(2)(C)), expressed as an annual benefit commencing at retirement
age.

Voluntary contributions are, generally, kept in a separate account with the
participant having a nonforfeitabie right to the actual account balance,
including the participant's contributions plus any earnings on these
contributions.

H voluniary contributions are used to purchase annuities to provide part of
the benefit at retirement, the part of the total benefit provided by voluntary
contributions is not subject to the IRC 415(b){(1} imitation.

When there is a transfer of assets or liahilities from one qualified plan to
another, the annual benefit attributable to the asseis transferred does not
have to be taken into account by the transferee plan in applying the IRC
415 limits. The annual benefit payable on account of the transfer for any
individual that is attributable to the asseis transferred will equal the
annual benefit transferred on behalf of such individual multiplied by a
fraction, the numerator of which is the total assets transferred and the
denominator of which is the total liabilities transferred. See Reg.
1.415-3(b{1}{iv).

Note: However, if both plans were maintained by the same employer, the

4.72.6.3.4.2.2.4 (12-01-2002) (1)
Rollover
Contributions

benefits under both plans would have to be taken into consideration for
purposes of applying the IRC 415 limits,

Benefits attribuiable to roliover contributions that are kept in a separate
account would not be subject o the IRC 415{b) limitation, If the rollover
contributions are used 10 provide pan of the benefit, the annual benefit
attributable to these contributions is determined on the basis of
reasonable actuarial assumptions and is not included in the annual
benefit of the participant that is limited by 1RC 415(b).

Benefiis atiributable to rollovers are treated by the transferees and
transferor ptans in the same way as any transfer of assets and liabilifies.

4.72.6.3.4.2.2.1
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That is, they are generally taken into account by the transferor plan rather
than the transferee plan. See 4.72.6.3.4.2.2.3.

4.72.6.3.42.25 {12-01-2002) (1) Reg. 1.415-3(d) provides that when a DB plan provides for either (or
Employee both) mandatory or voluntary contributions, these contributions are
Contributions as considered to be a separate DC plan subject to the IRC 415{c) limitation

Separate DC on annual additions.

Plan a. If the plan provides for employee contributions, the actual amount
condributed is used in determining the annual addition.

Notfe: For limitation years beginning prior o 1/1/87, the amount of employee
contributions, whether mandatory or voluntary, which is included in an-
nual additions for that year is the lesser of (i) the amount of employee
contributions in excess of 6% of the employee’s compensation for the
limitation year, or {ii} one-half of the empiocyee contributions for that
year. For limitation years beginning after 12/31/86, all employee contri-
butions are included in annual additions.

b. Furthermore, when a DB plan provides for employee contributions
and as a result these contributions are considered a separate DC
plan, the plans must then satisfy the 1.0 rule of IRC 415(g) for em-
ployers who maintain both a DB plan and a DC plan, for limitation
years beginning prior to 2000.

4.72.6.3.4.2.2.6 (12-03-2002) (1) If rollover contributions are made to a DB plan, the annual benefit

Unreasonabie attributable to these contributions must be determined on the basis of

Conversion Rate reasonable actuarial assumptions, (e.q., interest rate, mortality table, or
conversion rate specified by the plan). Using a conversion rate
unreasonably favorable 1o the participant artificially reduces the employer
provided porticn of the benetit to which the 1IRC 415{b}(1} limits are
applied. See Regq. 1.415-3{b)(1)(ii).

4.72.6.3.4.2.3 (12-01-2002) (1) Do any of the DB plans provide for voluntary or mandatory employee
Examination contributions?

Steps (2) If a plan provides for employee contributions, are the IRC 415(b) limits

applied only io the employer provided portion of a participant’s bengfit? is
the portion of the benefit attributabie {0 employee contributions calculated
correctly?

(3) Where a DB plan provides for employee contributions, are the employee
contributions treated as a separate DC plan, and when aggregated with
contributions under any other DC plans maintained by the employer, do
the aggregated contributions satisfy IRC 415(c)? For limitation years
beginning before 2000, de the DB and DC plans satisfy IRC 415(e}?

iR Manual 12-01-2002 4.72.6.3.4.2.3
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4.72.6.3.4.3 (12-01-2002)
DB Limitations
Adjustmenis

4.72.634.3.1 (12-01-2002)
Benefiis
Commence

Before SSRA

(1) Adiustments must be made to the DB doltar limitation for early and late
commencement of benefits. (EGTRRA changed the ages at which the DB
dollar iimitation must be adjusted for early and late commencement of
benefits. Effective for limitation years ending after December 31, 2001:
the dollar iimitaticn is adjusted for commencement of benefits prior to age
62, and no adjustment is required for benefits that commence from age
62 10 age 65; and the dollar limitation will be adjusted for late
commencement where benefits commence after age 65.)

{1} If retirement income benetits under a plan commence before a
participant’s social security retirement age (SSRA), the determination of
whether the limitation has been satisfied is made by reducing the dollar
limitation so that such reduced limitation (beginning when such retirement
income benefit begins) is equivalent to a $30,000 annual straight life
annuity benefit beginning at the patticipant's SSRA.

a. The $80,000 amount is adjusted as applicable under IRC 415(d).
TRA '86 tied adjustments to the IRC 415(b) dollar limitation for early
or late commencement of benefits to the SSRA, rather than to age
65 (and ages 62 and 55). These adjustments are further explained in
Notice 87-21, 1887-1 C.B. 458.

b. Prior to TRA '86, early retirement adjusiments were applicable only
for ages under 62, and no adjustment was reguired for retirement
between ages 62 and 65. No adjustment is made 1o the
compensation limifation for early retirement.

{Under EGTRRA, effective for limitation years ending after December 31,
2001, early retirement adjustments are, again. applicable only for ages under
62, and no adjustment is required for retirement between ages 82 and 65.
That is, adjustments for early retirement will no longer be tied to a participant's
SSRA)

{2) For purposes of applying IRC 415, the 35RA s

a. 65 for a participant born before 1/1/38;
b. 66 for a participant born after 12/31/37 and betore 1/1/55 ;
¢. 67 for a participant born after 12/31/54.

{3y If benefits commence before a participant’'s SSRA, but on or after
age 62. the applicable dollar limitation is computed using the following
reduction factors:

a. If a participant's SSRA is 65, the DB dollar limitation for henefits
commencing on or after age 62 is reduced by 5/9 of 1% for each
month by which benefits commence before the month in which the
participant attains age 65. See Q&A of Notice 87-21.

b. It a participant's SSRA is greater than 65. the DB dollar limitation for
benefits commencing on or after age 62 is reduced by 5/2 of 1% for
each of the first 36 months and by 5/12 of 1% for each additional
month (up to 24 months) by which benefits commence before the
manth of the participant’'s SSRA.

4.72.6.3.4.3
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Example 12

Participant A's SSRA is 65 and A will commence receiving benefits
under the pian immediately following the attainment of age 63. If the
current limit under IRC 415(b)(1)(A) is $108,963, what will this limit be
as applied to A at age 637

Solution. The benefit would commence 24 months before A’'s SSRA,
and the reduction under the plan will be done as:

108,963 - (108,963)[(5/9) x (.01) x (24)]
= 108,963 - 14,528.40
= 04,434.60

The equation could also be written
108,963 x [1-(5/2) x (.01} x {24)]

= 108,963 x [1-(2/15)]

= 108,963 x [13/15]

= 94,434 .60

Example 13

Participant B has a SSRA of 66 and the plan NRA is 62. If the current
IRC £15(b}{1HA} limi is $90,000. What is the dollar Emitation
applicable to B for commencing benefits at age 627

Solution. At age 62 B's benefit would commence 48 months before B's
S8RA. The reduction in the dollar limitation is as follows.

90,000 - (90,000)[(5/9) x {.01) X (36) + (5/12)(.01)(12)]
= 90,000 - (80,000)(25%)

= 90,000 - 22,500

= 67,500

For purposes of the 5/9 of 1% reductions, where the number of
months by which the benefit commences early is equal to 1, 2, or
3 full years (i.e., the number of months is 12, 24, or 36}, the 5/9 of
1% reductions are equivalent to 1/15, 2/15, and 3/15 which equals
1/5. For purposes of the 5/12 of 1% reductions, where the number
of months is equal fo 1 or 2 full years (i.e., the number of months
is 12 or 24}, these reductions are equivalent to 1/20, and 2/20
which equals 1/10.

Example 14 (Pre-GATT)

{This example is a variation of Example 9.) Mr. Burns will retire in
1994 at age 62, after 15 years of patlicipation in a DB plan, Plan W.
Plan W provides that pariicipants may etect to receive their benefit in
the form of a single sum that is the actuarial equivalent of their annual
benefit under the Plan, calculated using the UP-1984 Mortality Table
and 4%. Using these assumptions, Mr. Burns’ benefit in the form of a
single sum, before limitation for IRC 415, is $650,000. Mr. Burns’
high-3 average compensation is $130,000, and his SSRA is 65. How
is the IRC 415(b) limit applied to his single sum benefit?

iR Manual
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Example 14 (Pre-GATT)

Solution: Two things must be done to test Mr. Burns' benefit for
satisfaction of IRC 415{b): (1) Mr. Burns’ single sum must be adjusted
to an actuarially eguivalent single life annuity commencing at the same
age, using assumptions which satisfy IRC 415({b)(2){E); and (2) the
IRC 415(b) dollar imitation must be adjusted for commencement of
benefit at age 62 which Is prior to Mr. Burns' SSRA, using the
previpusly discussed reduction factors specified in Q&A-5 of Notice
87-21. Because Mr. Burng’ high-3 average compensation exceeds the
1994 dollar limitation (and, thus, will exceed the dollar limitation
reduced for early commencement), the dollar limitation will be the
limitation applicable to Mr. Burns’ benefit.

(i) To adjust Mr. Burns’ benefit to a single life annuity commencing at
age 62, the single sum ($650,000) is divided by an age 62 annuity
factor of 10.918 (derived using UP-1984 and 5%, the mortality table
used under the Plan for determining single sums and the greater of
’i$he plan rate for determining single sums and 5%j}, which equals
$59,534.71.

{ii) To adjust the dollar limitation for commencement of benefits 36
months before SSRA,

118,800 {1 - (5/9){.01)(36)]
= 118,800 [.80]
= 95,040

Therefore, Mr. Burns® benefit, expressed as a single life annuity
{$59,534.71), does not exceed the dollar limitation applicable to him at
age 62 ($95,040).

(4) If a participant’s benefit commences before the participant attains
age 62, the DB dollar limitation applicable to the pariicipant at age 62 (as
reduced above) is further reduced for each month by which benefits
commence before the month in which the paricipant attains age 62. That
is, the DB dollar limitation applicable 1o the participant at such earlier age
is an annual benefit payable in the form of a straight life annuity that is
the actuarial equivalent of the DB dollar limitationh applicable to the
participant at age 62.

The interest and mortality assumptions used for purposes of
adjusting the doliar limitation where benefits commence before the
participant attains age 62 must satisfy the requirements of IRC
415(b)(2)E).

Prior to GATT, this section required that where benefits commence prior
to age 62, the dollar limitation s adjusted to an amount payable at the
earlier age which is equivalent to the age 62 fimitation, using the greater
of the plan rate (used for early retirement) and 5 percent. (The use of a
lesser interest rate could result in a greater lmitation.) The plan mortaiity
table {used for early retirement) is generally used o take mortality into
account for this purpose, but another reasonable mortality table as
specified under the plan could be used.

After GATT and prior to enactment of SBJPA, the actuarial assumptions
which must be taken inte account for purposes of adjusting the dollar
limitation for early commencement of benefits were dependent on
whether the form of benefit being tested was a form subject to section
417(e){3). {(Note that since SBJPA amended GATT retroactively, plans

4.72.6.3.4.3.1
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ordinarily would not foliow the rules in this subsection for .
distributions made after the enactment of GATT and prior to August
20, 1996, However, in accordance with Q&A-11 of Rev. Rul. 98-1,
distributions during that period need not be redetermined to follow
the $B.JPA modifications.)

Under Rev. Rul. 85-29, where a benefit is not in a form subject to section
417{e)(3) and commences priot to age 62, secticns 415(b)(2)(E)() and
{v) provide that the dollar limitation at the earlier age is the lesser of: (1)
the amount equivalent 1o the age 62 limitation, computed using the
interest rate and martality table {or other tabular facior) used for actuarial
equivalence for early retirement benefits under the plan; and (2) the
amount equivalent io the age 62 fimitation, computed using 5 percent
interest and the applicable mortality table.

Where the benefit is in a form subject to section 417(e)(3) and
commences prior to age 62, sections 415(b}2)E)(ii) and (v} provide that
the dollar limitation at the earlier age is the lesser of: {1) the amount
equivalent to the age 62 limitation, computed using the interest rate and
rmortality table (or other tabular factor) used for actuarial equivalence for
eatly retirement benefits under the plan; and (2) the amount equivalent to
the age 62 limitation, computed using the applicable interest rate and
the applicable mortality table.

Alter GATT as amended by SBJPA, Rev. Rul. 98-1 provided that wherg
the age at which the benefit is payable is less than 62, the dollar limit at
the earlier age is equal to the lesser of: (1) the equivalent amount
computed using the plan rate and plan mortality table (or plan tabular
factor) used for actuarial equivalence for early retirement benefits under
the plan; and (2) the amount computed using 5 percent interest and the
applicable mortality table. This is the case whether or not the benefit
is in a form subject to section 417(e)(3).

Note: In determining actuarial equivalence for this purpose, it is generally
necessary {o take mortality into account. However, the mortality decre-
ment may be ignored to the extent that a forfeiture does not occur at
death. In other words, the limitation may be reduced using interest only
{i.e., without taking monality into account) solely in the case where
there is no forfeiture at death. This would be true where the death ben-
efit is the present value of accrued beneiits (PVAB), but not necessarily
where the only pre-retirement death benefit is a qualified pre-retirement
survivor annuity (QPSA). (See IRC section 415(b)(2)(E), Q&A-5 of No-
tice B7-21, and Q&A G-3 of Notice 83-10.)

Note that because an agent could be examining a plan year where the
employer has not yet amended the plan to apply the IRC 415(b)(2)(E)}
changes under GATT as amended by SBJPA, examples are provided
that demonstrate methodology used before and after such amendment.

IR Manual 12-01-2002 4.72.6.3.4.3.1
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Examplie 15

Plan X, a DB plan, provides that early retirernent annuity benefits are
the actuarial equivalent of the normal form of annuity payable at age
65. Actuarial equivalence is determined for all purposes under the Plan
using the 83 IAM (Male) Table and 6% interest. The Plan provides that
there is no forfeiture of retirement benefits on death.M, a participant of
Plan X, retires in 1998 at age 60 with a benefit {prior to application of
section 415) of $85,000 payable at age 60 as a straight life annuity. M
has more than 10 years of participation service. The dollar limit at
SSRA is $130,000, and M's SSRA is 66. What is the dollar fimitation
that is applicable to M's benefit?

a. If the plan has been amended 1o not apply the section
415(0)2){E) changes under GATT and SBJPPA to M's benefit
and the amendment is permitied under the rules of Rev, Rul.
98-1:

(i) the dollar imit is adjusted from age 66 {(SSRA) t0 age 62
as follows.

130,000 x [1 - (5/9)(.01){36) - (5/12){.01)(12)]
= 130,000 x {.75] = 97.500

(if} the dollar limit at age 60 is calculated using the 1983 |1AM
(Male} Mortality Table and 6% (the greater of the plan rate
and 5%). (Because there is no forfeiture of benefits on death,
the age 62 dollar limit is adjusted to age 60 using interest

only.)
: Ngo 1
$97.,500 X “*'l-,"j";";m X R .06)2
NEOHZ)
Deo

I

$97.500 X 11.319 X .8900
11.778

= 83,393

The dollar limit at age 60 is $83,393. {M's bensilt exceeds
this limitation and must be limited to $83,393.)

b. Hf the plan has been amended to apply the section
415(0)(2)(E) changes under GATT and SBJPA to all accrued
benefits for all participants under the plan:

(i) the dollar limit is adjusted from age 66 to age 62 in the
same manner as above, yielding an age 62 limit of $97,500.

{iiy the age 62 dollar limit is adjusted to age 60 applying the
same methodolegy/formula as shown in (a) above, but using
the plan 's basis for actuarial equivalence (6% and 83 1AM).

[97.500 x 11.319 x .8800] / 11.778 = 83,393

{iif) the age 62 dollar limit is adjusted 1o age 60 applying the
same formula as shown in (a) above, using 5% interest and
the applicable mortality table,

4.72.6.3.4.3.1
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Example 15

[97,500 x 12.456 x {1/ (1.05)*}] / 13.037
= 197,500 x 12.456 x .90703] / 13.037
= 84,494

The dollar limit at age 60 is the lesser of the
amounts in (i} and (jii}, or $83,393. (M's benefit at
age 60 {$95.,000) exceeds this limitation and must
be limited to $83,393.)

EXAMPLE 16

Plan 8, a defined benefit plan, provides for single-sum distributions of
a participant's benefit as the normal form of benefit and specifies that
an 8% interest rate and the UP-1984 Mortality Table are to be used for
determining actuatial equivalence for forms of benefit other than the
normal form of benefit. Under Plan 3, the interest assumption of 8% is
used with the UP-1984 Moriality Table for purposes of calculating early
retirement benefits. Normal retirement age under Plan S is age 63.

There is some forfeiture on death under Plan S. The plan provides that
actuarial equivalence is calculated using the full mortality adjustment
(rather than calculating actuarial eguivalence using a mortality adjust-
ment 1o the extent that a forfeiture occurs on death).

Part 1

Mr. North, a participant in Plan S for 15 years, will retire in 1894, at
age 60 with a single-sum benefit under the plan at age 60 of
$550,000. Mr. North's SSRA is 65. Mr. North’s high-three year average
compensation is $200,000. How is the section 415(b) dollar limitation
applied 1o Mr. North's benefit?

Solution. Step 1: the $550,000 is converted to an actuarially equivalent
straight life annuity commencing at age 60. The UP-1984 table and
8% (the greater of the plan rate used for other forms of benefit and
5%) are used to generate a $1 per year age 60 annuity factor of 9.133
(Ngo!'®/Dgg). The single sum, divided by 9.133, converts to a straight
life annuity commencing at age 60 of $60,221 (3$550,000/9.133).

Step 2: Mr. North’s high three-year average compensation exceeds the
dollar fimitation, so the dollar limitation applies. The IRC 415(b) doliar
limitation, adjusted for early commencement at age 60, must be deter-
mined. The limitation is first reduced to the limitafion for a benefit com-
mencing at age 62, using the reduction factors of Q&A-5 of Notice 87-
21. Using these factors, the 1994 limitation is reduced for
commencement at age 62, 36 months earlier than the participant’s so-
cial security retirement age of 65.

$118,800 x [1-(5/9)(.01)(36)]
= $118,800 x .80
= $95.040

The limitation for age 62 {for a participant with a SSRA of 65) is further
reduced for commencement of benefils at age 60, using the UP-1984
table and an interest assumption of 6% (the greater of the plan rate
used for early retirement and 5%;.

iR Manual
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EXAMPLE 16
N, (12 N.. 12
$95,040 X 62 X 52
D 82 D 60
Nsehz}
DSO

= [$95,040 x 10.105 x 0.863791/10.596
= $78,290

Step 3: The benefit to be distributed to Mr. North in 1954 {when ex-
pressed as a straight life annuity of $60,221 commencing at the same
age) does not exceed the section 415(b} dollar limitation applicable to
Mr. North at that age (578,290}

Part 2

Assume in the example above that, rather than retiring at age 60, Mr.
North retires in 1997 at age 63 with a single-sum benefit of $850,000.
The plan has been amended to apply the section 415(b){(2)(E)
changes under GATT (as amended by SBJPA) to all accrued benefits
under the Plan. The applicable rate is 7 percent. How s the section
415(b) doliar limitation applied to Mr. North's benefit?

Step 1: The annual benefit equivalent {o the single-sum benefit must
be determined.

(i) The equivalent annual benefit is determined using the
plan factors of 8% (the greater of the plan rate used for
other forms of benefit and 5%) and UP-1984 to determine
an age 63 annuity factor of 8.582.

850,000 / 8.582 = 99,045

(il The equivalent annual benefit is determined using the
applicable interest rate {7%) and the applicable mortality
table to determine an age 63 annuity factor of 10.318.

850,000 / 10.319 = 82,372

The equivalent annual benefit used for section 415(b} testing is the
greater of these two benefits, $99,045,

Step 2: The section 415(b) limitation applicable at age 63 must be de-
termined. Mr. North's high three average compensation still exceeds
the dollar limitation, so the dollar limitation applies. The 1997 dollar
limit applicable at Mr. North's SSRA (65) must be adjusted to age 63
using the factors from Notice 87-21.

125,000 x {1-{(5/9)(.01)(24)}
= 125,000 x {13/15}
- 108,333

Step 3: The annual benefit at age 63 equivalent to Mr. North's single-
sum benefit at age 63 (99,045) does not exceed the dollar limitation
applicable to Mr. North at age 63 (108,333),

4.72.6.3.4.3.1
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4728.3.43.2 (12-01-2002)
Benefits
Commence

After SSRA

)

if the retirement income benefit under the plan commences after a
participant's SSRA, the determination as to whether the dollar limitation
has been satisfied is made by increasing the limitation so that such
limitation (as so increased) equais an annual benefit (beginning when
such retirement income benefit begins) which Is equivalent to the dollar
limitation expressed as an annual benefit beginning at the participant’s
SSRA. However, the benefit must not exceed the compensation limitation
applicable to the participant, which is not adjusted for late retirement.

In determining actuarial equivalence for these purposes, a reasonable
mortality table must be used {o the extent that a forfeiture would have
occurred on death between normal retirement age and the
commencement of benefits. However, the accumulation of value after
SS8RA but prior to the actual commencement of benefits must not reflect
the mortality decrement to the extent that benefits will hot be forfeited if
the participant dies between the SSRA and the date benefits actually
commence. See IRC 415(b)(2) and Q&A G-4 of Notice 83-10.

The interest and mortality assumpiions used for purposes of
adjusting the dollar limitation where benefits commence after a
participant’s SSRA must satisfy the requirements of section
415({b}2)E).

Prior to GATT, this section provided that for purposes of adjusting the
dollar limitation for benefits commencing after the social security
retirement age, the interest rate assumption shall not be greater than the
lesser of 5% or the rate specified in the plan. (The use of a greater rate
could result in a greater limitation.)

Under GATT, as amended by SBJPA, the increased age-adjusted dollar
limit is the lesser of the equivalent amount computed using the plan rate
and plan mortality table (or plan tabular factor) used for actuarial
eguivalence for late retirement benefits under the plan and the equivalent
amount computed using 5 percent interest and the applicable mortality
table, to the extent mortality is taken into account as described in the
prior paragraph.

[Note that the interest rate changes to IRC 415(b)}2)(E) under section
767(b) of GATT did not reference IRC 415(b){2)(D). The added
reguirement that the applicable mortality table be used did reterence IRC
415(b)(2)(D).]

Example 17

Mr. Eliis was eligible to retire under Plan P at his SSRA and NRA of
65 in 1996, but chose 1o coniinue working. He retired in 1998 at age
67, with a high three-year average compensation of $175,000 and an
accrued benefit before application of section 415(b) of $152,000 per
year, The terms of the defined benefit plan provide that the UP-1984
Mortality Table and 6% are used for determining actuarial equivalence
for retirement after age 65. Under Plan P, there is no forfelture of Mr.
Eliis’ accrued benefit should he die after age 65, but before actual
retirement. What is the section 415(b) limitation applicable to Mr. Ellis?
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Example 17
Solution.

a. If the Plan has been amended to not apply the section
415(b)(2)(E) changes under GATT (as amended by SBJPA)
fo Mr. Ellis’ benefit, and the amendment is permitted under
the ruies of Rev. Rul. 98-1:

Here, there is no forfeiture on death. Therefore, the dollar
limitation applicable to Mr. Ellis in 1998 must be calculated
without taking mortality into account for the two years. The
following calculations determine the DB dollar fimitation for
retirement 2 years after Mr. Ellis’ SSRA, at age 67, using
UP-1884 and 5 percent (the lesser of the plan rate and 5

_ percent).
N (12
$130,000 x 55—65 x  (1.05)?
Ng7 112
De7

= $130,000 x 10.036  x 1.1025
9.447

= $1,438,410

9.447
= $152,261

As shown above: the 1998 DB dollar limitation {expressed as
an annual benefit) is converted into a single sum at age 65
by muitiplying it by an age 65 annuity factor {determined
using the LJP-1984 Mortality Table and 5% (the lesser of the
plan rate or 5%)); the age 65 single sum is then advanced to
age 67 using interest only: and the resulting single sum is
converted back into an annual benefit at age 67 when divided
by an age 67 annuity facter (again determined using the
LP-1984 Mortality Table and 5%).

The dollar limitation (152,261} is less than Mr. Ellig’
high-three average compensation (175,000). Therefore, the
section 415{b) limitation applicable to Mr. Ellis’s benefit at
age 67 is $152,261. Mr. Ellis' age 67 benefit ($152,000} does
not exceed the seciion 415(b) limitation applicable to him.

b. If the Plan has bsen amended to apply the section
415(b)(2)(E) changes under GATT (as amended by SBJPA)
to all accrued benefits for all participants under the Plan:

The applicable dollar limit at age 67 is the lesser of the limit
calculated using the plan rate and mortality, and the limit
calculated using 5% and the applicable mortality table.

(i) The age 67 dotlar limit is calculated using the
same methodology as shown in part {a) above, but
using the plan factors of 6% and UP-1984.
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4.72.6.3.4.3.3 (12-01-2002)
Exceptions

4.72.6.3.4.3.4 (12-01-2002)
Transition Rules
After

SBJPA/Rev. Rul.
98-1

Example 17

130,000 x 9.345 x (1.08)
£.833

= 154,535

{iiy The age 67 dollar limit is calculated using the
same methodotogy as shown in part (a) above, but
using 5% interest and the applicable mortality table.
130,000 x 11.534 x (1.05)2
10.894

= 151,745

The dollar limitation applicable to Mr. Ellis is the lesser of the
amounts in (i) and (i), or $151,745. Because this amount is
less than the compensation limit applicable to Mr. Eliis, this
fimit is the applicable section 415(b) limit.

Mr. Eflis’ plan benefit of $152,000 exceeds the section 415({b}
limit appticable to his benefit. His benefit is limited io
$151,745,

Exceptions to some of these adjustments are provided for plans
maintained by governments and tax-exempt organizations. See IRC
415(b)2)(F), IRC 415(b){2)(G), IRC 415(b}(10}. and IRC 415(b)(11).

GATT, as amended by SBJPA, permits some grandiathering of benefits
accrued prior to the date the IRC 415(b)(2)(E) changes are made
effective for certain plans. Rev. Rul. 98-1 provides guidance.

Rev. Rul. 98-1 reexamines many of the questions addressed in Rev. Rul.
65-28 1o incorporate the changes made by SPJPA to the Retirement
Protection Act (RPA '94) portion of GATT, and provides general rules and
effective dates applicabie to the changes. Both Rev. Rul. 95-29 and Rev.
Rut. 98-1 provide that pians that are not subject to IRC 417(e)(3) {such
as governmental plans and certain church plans), while not subject 1o the
interest rate requirement under IRC 415(b){(2)(E)(ii), are subject o the
mortality table requirement undet IRC 415(b}{2HENV).

Optional transition rules regarding the application of the IRC 415(b)(2)(E)
changes are provided in section 2 of Rev. Rul. 88-1. The IRC
415(b)(2}E) changes generally must be applied 1o all benetits under a
plan on and after the RPA "84 (GATT) IRC 415 effective date (generally
the first day of the first imitation year beginning in 1995). However, under
section 767(d)(3)(A) of RPA "84 (GATT), as amended by section 1449{a)
of SBJPA, a plan adopted and in effect before December 8, 1994, may
provide that the IRC 415(b)(2}{E} changes do not apply with respect fo
benefits accrued before the earlier of (i} the date a plan amendment
applying the IRC 415(b)(2){E) changes is adopted or made effective
(whichever is later), or (i) the first day of the first limitation year beginning
after December 31, 1999. Rev. Rul. 98-1 refers to the earlier of the dates
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in (i) and (i} above as the “final implementation date”, and refers to the
benefits to which the 1RC 415{b}(2)}{E} changes are not applied as
“old-taw benefits”". A participant’s old-law benefit is determined as of a
date specified in the plan for the participant (calied the participant’s
“freaze date”) that is before the final implementation date. The plan may
specify a freeze date for some or all participants.

A participant’s old-law benefit is the participant’'s accrued benefit under
the terms of the plan as of the BPA '84 (GATT) freeze date, for the
annuity starting date and optional form and taking into account the
limitations of IRC 415, as in efiect on December 7, 1984, including the
participation requirements under IRC 415(b)(5). In determining the
amount of a participant's RPA 94 (GATT) old-law bensfit, the following
shall be disregarded:

a. any plan amendment increasing benefits adopted after the RPA '94
{GATT) freeze date; and

b. any cost-of-living adjustmenis that become efective under IRC 415(d}
after the RPA '94 (GATT) freeze date.

The old-law limitations are applied using the interest rate and mortaiity
table for the optional form or commencement date under the plan as in
effect on December 7, 1994, (that is. without regard to amendments
aftecting such actuarial equivalence factors made after December 7,
1894). (Note, however, that for purposes of determining the old-law
benefit, an amendment after that date but before the freeze date to
change benefits, for example from 1 percent of pay to 2 percent of pay,
would not be ignored.} Therefore, except as provided in Q&A-15 of Rev.
Rul. 88-1, in determining the old-law benefit, the IRC 415(b) limitations
are applied using the plan's mortality fable (as in effect on December 7,
1994) and, except as provided in IRC 415(b)(2}{D), an interest rate no
less than the greater of 5 percent or the plan rate (as in effect on
December 7, 1994), to determine actuarial equivalence.

s [f the plan is amended for the RPA "84 (GATT) 417{e}{3) changes on
or before the RPA '94 freeze date, such changes must be taken into
account in determining the plan benefit used in the calculation of a
participant's RPA '94 old-law benefit, and where a variable rate {e.g.,
PBGC rates, applicable rate) is used under the plan, the rate in effect
on the RPA '84 freeze date is used to determine the BPA '94 old-law
benefit on the RPA 94 freeze date.

« i, at any date after the RPA '94 (GATT) Freeze Date, the pariicipant’s
total plan benefit, before the application of IRC 415, is less than the
participant's RPA '94 (GATT) old-law benefit, the RPA 94 old-law
benefit will be reduced to a benefit equal te the participant’s total plan
benetit.

s |f the RPA ‘94 (GATT) old-law benefit was reduced during the period
between the RPA '04 freeze date and the first day of the first limitation
year beginning on or after January 1, 2000, because of annual
additions credited to a participant’'s account in a defined contribution
plan, the RPA '94 old-taw benefit will increase to the RPA '94 freeze
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date level as of the first day of the first limitation year beginning on or
after January 1, 2000. {This is a result of the repeal of IRC 415(e}.)

s The use of a different interest rate and moriality table may not
increase a pariicipant’'s RPA 94 old-iaw benefit 1o an amount greater
than such benefit as of the RPA "84 freeze date.

Example 18

Plan X, with a calendar year plan year and limitation year, is amended
July 1, 1993, 10 apply the IRC 415(b){2)(E) changes, effective January
1, 2000. As amended, Plan X provides that the iRC 415(b){2)(E)
changes will not apply t¢ any benefits accrued under the plan as of
December 31, 1898, What are the freeze date and the final
implementation date for Plan X7?

Solution. The freeze date for all participants is December 31, 1999.
The final implementation date is the earlier of {i) and (i), where (i} is
the amendment’s adoption date {July 1, 1899} or the date the
amendment is made effective (January 1, 2000), whichever is later, or
(ii} the first day of the first limitation year beginning after December 31,
1998 (January 1, 2000). Because (i} and (i) are both equal to January
1, 2000, the final implementation date is January 1, 2000.

Example 19

Plan B has a calendar year plan year and limitation year. Plan B is
amended on December 1, 1998, o apply the IRC 415(b{2)(E)
changes effective January 1, 1898, and to provide that the changes
will not apply to benefits accrued through December 31, 1997. What
are the freeze date and the final implementation date for Plan B?

Solution. The freeze date for all participants is December 31, 1297,
The final implementation date is the earlier of (i} and (i), where (i) is
the amendment adoption date {December 1, 1998) or effective date
(January 1, 1998}, whichever is later, or (ii) the first day of the first
limitation year beginning after 1999 (January 1, 2000}. The final
implementation date is December 1, 1998,

Example 20

The following example is similar o an example used in Rev. Rul. 98-1,
but uses a different S5RA.

Plan B has a calendar year plan year and limitation year. As of
December 7, 1894, the plan provides the normal retirement benefit in
the form of a straight life annuity beginning at age 85 {(NRA). Early
refirement benefits are available at any age on or after age 60 with an
actuarial reduction. The plan rate and the plan mortality tabie used for
the early retirement reduction are 5 percent and the UP-1884 Mortality
Table, Under the plan, single-sum distributions are available at any
permitted retirement age.
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Example 20

Under Plan B, single-sum distributions are calculated as the actuarial
present value of the straight life annuity benefit payable at the actual
retirement age using the PBGC immediate interest rate and the
JP-1984 Mortality Table. In accordance with IRC 417(e) and the
regulations thereunder, the plan further provides that any single-sum
distribution must be at least as great as the actuarial present value of
the participant’s accrued normal retirement benefit computed using the
PBGC interest rates for deferred annuities and the UP-1984 Mortality
Table. The plan has not been amended to change the interest rate or
moriality table used for determining single-sum benefits or early
retirement reductions at any time after December 7, 1994,

Under Plan B, there is no foreiture of accrued benefits on account of
death prior to the annuity starting date, the IRC 415(b) limitations are
applied only after the otherwise determined benefit has been adjusted
for early retirement and for any optional form of benefit and, for
purposes of adjusting the dollar limitation, the mortality decrement is
ignored prior io age 62.

Plan B is amended on December 1, 1988, to apply the IRC
415(b)}(2)(E) changes and provides that the changes will not apply
to benefits accrued through December 31, 1997, (Thus, the freeze
date is December 31, 1997, and the final implementation date is
December 1, 1998.)

N, a panicipant of Plan B, has a SSRA of 66. As of the freeze date, N
has 10 years of participation and has an accrued benefit payable at
NRA (before application of {RC 415) of $110,000 per year, paid
monthly. N would like to retire in 1998 at age 60 and receive the
retirement benefit (with proper spousal consent) in the form of a single
sum. Assume that N's high-three year compensation exceeds the
doliar limitation for all years.

Question. How is N's old-law age 60 single-sum benefit
determined?

Solution. First {step 1), N's accrued benefit as of the freeze dale,
payable at age 80 in the form of a single sum, must be determined
and converied to an equivalent annual benefit payable at age 60.
Secondly (step 2}, the lesser of the old-law doliar limitation applicable
to an annual benefit at age 60 and the compensation limitation
applicable to N must be determined. Thirdly, {step 3) the equivalent
annual benefit payable at age 60 must not exceed the limitation
applicable to N at age 60. N's old-taw benefit is the benefit accrued as
of the freeze date, imited pursuant fo plan ierms as necessary to
satisty IRC 415 where an old-law dollar limitation is used.

Step 1: Determine the equivalent annual benefit payable at age 60.

{i) N's age 60 early retirement annuity benelit under the Plan
{prior to limitation for IRC 415) as of the freeze date must be
determined,

N's annuity benefit under the Plan as of the freeze date and
payabie ai NRA {$110,000), is reduced o an annuity benefit
payable at age 60 ($75,242) using the plan early retirement
factors {5 percent and the UP-1984 Mortality Table), as
shown below.

4.72.6.3.4.3.4
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Example 20

Note: the symbol 4, *? represents the cost at age “x” of
an annuity, paid monthly, commencing at age “x”, and
has the same value as the symbol

N, (12
D,

110,000 x s 12 x 1/[{1.05) 5]

2 12
Bgp (12}

110,000 x 10.036 X 1[(1.05) %}
11.496

1l

75,242

(i) The single-sum equivalent of N's age 60 annuity benefit
as of the freeze date must be determined.

The single-sum benefit accrued as of N's freeze date and
payable at age 60 is $797,264, calculated as shown below
using the PBGC immediate rate of 8 percent and the
UP-1984 Mortality Table. {For purmposes of this example,
assume that the single-sum benefit calculated using the
PBGC interest rates for deferred annuities and the UP-1984
Mortality Table is less than the single-sum benefit (§797,264)
calculated using the PBGC immediate rate.)

75,242 X b, 12
= 75242 x 10596 = 797,264

(iliy For purposes of IRC 415 testing, the annual benefit
equivalent o N's age 60 singie-sum benefit under the Plan
as of the freeze date must be determined.

N’s age 60 single-sum benefit (3797,264) is
converted 1o an annual benefit of $75,242, using the
greater of the plan rate of 6% or 5%, (6%), and the
plan mortality table (UP-1584 Mortality Table), as
shown below.

(797,264) / (10.596) = 75,242

Step 2: Determine the old-law limitation applicable to this optional
form.

The age-adjusted dollar limit at age 60 must be determined on the
basis of IRC 415(b)(2)(E) as in effect on December 7, 1994 [using the
greater of 5 percent or the plan early retirement rate (also 5 percent)
and the plan mortality (UP-1984 Mortality Table)], without taking into
account COLA ingreases under IRC 415(d) after the freeze date
(December 31, 1897).

IR Manual
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Example 20

The 1997 doliar limitation ($125,000) is adjusted to $80,758, as shown

betow.

(6)

(i) $125,000 is adjusted from age 66 (N's SSRA) to age 62,
using Notice 87-21 factors:

125,000  x  [1 - (5/9)(.01)(36) - (5/12)(.01)(12)]
= 125,000  x 75 % = 93,750

(i) $93,750 is adjusted from age 62 to age 60, using 5% and
P-1984:

= 93750 «x Bep P X 1/](1.05)% ]
éso“a)

= 93,750 x 10.918 X 1/1(1.05)% |
11,496

= 80,759

Conclusion. Because the old-law dollar limitation ($80,759)
applies (the compensation fimitation applicable to N is
greater), and the age 60 annual benefit ($75,242) equivaient
to the age 60 singie-sum benefit ($797,264) does not exceed
this old-law limitation, the single-sum old-faw benefit at age
60 is $797.264.

Applying the IRC 415(b) limitations when a participant has an RPA
94 (GATT) old-law benefit. For participants with RPA '94 old-law
benefits, for purposes of determining whether a participant’s benefit
exceeds the IRC 415(b) kmitations after the RPA 94 (GATT) freeze date,
an employer must elect one of three methods described in Q&A-14 of
Rev. Rul. 98-1.

a.

Method one: Equivalent annuat benefits are determined separately
with respect to the participant’s RPA *94 (GATT) old-law benefit, and
the portion of the pariicipant’'s total plan benefit that exceeds the
RPA '94 old-law benefit. A participant’s total annual benefit is the sum
of these two annual benefits, and cannot exceed the IRC 415(b)
limitation applicabie to the participant. A plan using method one may
provide that in any event the participant will receive no less than the
old-law benefit, limited to the extent required under Q&A-15 of Rev,
Rul. 98-1.

If the determination is being made before the final implementation
date, where a pariicipant’'s benefit must be adjusted to an actuarially
equivalent annual benefit, the annual benefit egquivalent to the RPA
'94 old-faw benefit is calculated using an interest rate equal to the
greater of the plan interest rate or 5 percent and the plan mortality
table, as provided under IRC 415(b}(2)(E) as in effect on December
7, 1994, and under the plan terms as of December 7, 1994. The
annuai benefit equivalent to the portion of the participant’s total plan
benefit that exceeds the RPA '94 old-law benefit is calculated using
currently effective rules under IRC 415(b}. For a determination made
after the freeze date and before the final implementation date, where
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the detined benefit dollar limitation is adjusted for commencement of
benefits prior to age 62, such adjustmenis are made in accordance
with 4.72.6.3.4.3.1; adjustments for commencement of benefits after
Social Security Retirement Age are made in accordance with
4.72.6.3.4.32.

if the determination is being made on cr afier the final
implementation date, where a participant’s benefit must be adjusted
tc an actuarially equivalent annual benefif, the annual benefit
equivalent to the participant's RPA 94 old-law benefit is calculated
using an interest rate equal o the greater of the interest rate
specified in the plan or 5 percent, and the mortaiity table specified in
the plan. The annuat benetit equivalent to the portion of the
participant’s total plan benefit that exceeds the RPA '94 old-law
benefit is calculated using currently effective rules under IRC
415(b)(2){E) (as described in 4.72.6.3.4.2.1). For a determination on
or after the final implementation date, where the defined benefit
doflar fimitation is adjusted for commencement of benefits prior to
age 62, such adjustments are made as desctibed in 4.72.6.3.4.3.1;
adjustments for commencement of benefits after SSRA are made as
described in 4.72.6.3.4.3.2.

b. Method two: A participant’s total annual beneiit under the plan is
determined, and this benefit must not exceed the IRC 415(b)
limitation applicable to the participant. Where a participant’s benefi
must be adjusted 10 an actuarially equivalent annual benefit, an
annual benefit equivalent to the participant’s total benefit is
calculated as described in 4.72.6.3.4.2.1. In any event, the
participant will receive no less than the participant's RPA '94 old-law
benefit, limited to the extent required under Q&A-15 {and other Q&As
that come into play) of Rev. Rul. 98-1.

c. Method three: A participant’s benetit is limited only 1o the extent
neaeded 1o satisfy either the first or second method described above.

For purposes of determining that a participant receives no less than the
participant's RPA 94 old-law benefit, the limitation applicable {0 the
participant's RPA '94 old-law benefit {old-law limitation) is determined, and the
participant may receive the RPA '94 old-law benefit to the extent it does not
exceed such old-law limitation.

e Before the final implementation date, adjustments to the old-law
limitation for commencement of benefits prior to age 62 are calculated
using an interest rate equal to the greater of the plan interest rate or
5 percent and the plan mottality table, as provided under IRC
415(b}(2)(E) as in effect on Degember 7, 1994, and under the plan
terms as of December 7, 1994, adiustments to the old-taw limitation
for commencement of benefits after Social Security Retirerment Age
are calculated using an interest rate equal to the lesser of the plan
interest rate or 5 percent and the ptan mortality table, as provided
under IRC 415(b)(2)(E) as in effect on December 7, 1994, and under
the plan terms as of December 7, 1994,

« On or after the final implementation date, adjustments to the oid-law
fimitation for commencement of benefits prior 1o age 62 are calculated
using an interest rate equal to the greater of the plan interest rate or
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4.72.8.3.4.3.5 (12-01-2002)
Examination
Steps

4.72.6.3.4.4 (12-01-2002)
QDROs and IRC
415

M

{1

5 percent, and the plan mottality table, using the interest rate and
mortality table included in the plan as of the date of determination;
adjustments fo the old-law limitation for commencement of benefits
after Social Security Retirement Age are calculated using an interest
rate equal to the lesser of the plan interest rate or 5 percent and the
ptan mortality table, using the inferest rate and morality table
included in the plan as of the date of determination. (However, in no
event may a participant’s old-law benefit exceed the participant’s
old-law benefit as of the RPA '94 freeze date.)

What is the normal form of the retirement benefit under the plan?

a. Where a plan provides for optional forms of benefit, other than in the
form of a single life annuity or a QJSA, do the plan terms provide the
actuariat assumptions to be used for determining actuarial
equivalence for other forms of benefit?

b. For purposes of IRC 415(b) testing, are those forms of benefit which
require adjustments correctly converted to an actuarially equivalent
single life annuity commencing at the same age? Do the actuarial
assumptions used for the conversion satisty IRC 415{b){(2)(E)?

What is the normal retirement age under each plan?

a. Where a participant's benefit commences before their SSRA, is the
{RC 415(b) dollar limitation adjusted correctly? Do the actuarial
assumptions used for the adjustment satisfy IRC 415(b)(2}(E}?

b. Where a participant’'s benefit commences after their SSRA, is the
IRC 415(b) dollar limitation properly adjusted for such late
commencement? Do the actuarial assumptions used for the
adjustment satisfy IRC 415(b)(2){E)?

c. Does the use of montality in adjusting the dollar fimitation for early or
late commencement satisfy the rules found in Q&A G-4 of Notice
83-10 and Q&A-5 of Notice 87-217

d. Where benefits commence priot 10 age 62, are close to the IRC
415(b) dollar limit, and the use of a moriality decrement is required,
has the field actuary been consuited for assistance?

IRC 414{p) provides rules that a domestic relations order must satisty to
be freated as a qualified domestic relations order {(QDRO). Q&A-20 of
Notice 87-21 states that benefits provided to aliernate payees of
participants pursuant to QDROs must be aggregated with benefits
provided to participants from all DB and DC plans in applying the
limitations of IRC 415. Thus, the aggregated distributions are subject to
the single limitation applicable to the participant under IRC 415(b) and
415(c) {and 415{e) for limitation years beginning before 2000).

Although the aggregaie amounts distributed are subject to a single IRC
415 limitation, there is no requirement that this limitation be split between
the payees in any particular mannet. The general rule applied to the
distributions is that the actuarial value of the amounts distributed may not
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exceed the actuarial value of the annual benetit that could be paid to the
participant at the age the parlicipant's benefit commences under the plan.

Example 21

in 1998, Mr. Hill, age 58, and his wife, age 54, divorce. Under the
terms of a QDRO, Mr. Hill's former spouse commences receiving a
portion of Mr. Hill's retirement annuity benefit under a DB plan, Plan D,
in 1997 at age 55. Mr. Hill will commence benefits at his normal
retirement age of 65, also his SSRA. (When Mr. Hill is 65, his former
spouse will be 60.) How would the IRC 415(b) limitation be appiied in
these circumstances?

Solution. For IRC 415 purboses, the plan could distribute an annual
benefit of $X for the iife of the alternate payee, commencing at age
55, and 3Y for the life of the participant, commencing at age 65, ior
any combination of $X and Y that satisfied the relation:

N.. (12 N.. 12
{8X) e + BY) -
Do ( Des
“z
= (§125,000) x Nos
Das

NOTE: Of course, these calculations must be performed using
assumptions that satisty the {RC 415(b)}{2}(E} requirements.

4.72.63.4.5 {12-01-2002) (1) A social security supplement is generally a benelit that begins and

Social Security terminates before the age when a pariicipant is entitled to old-age
Suppiements insurance benefits, and does not exceed the old-age insurance benefit
and IRC 415 that the participant will receive at the applicable age. Social security

supplements are benefits that are directly related to retirement benefits
and, therefore, are taken into account for IRC 415 purposes (see
4.72.6.3.4.1, "Benefits for which no adjustments are required”), although
they are not accrued benefits for IRC 411 purposes. See Reg.
1.411{a}-7{c){4).

Example 22

Under Plan R, when participant West retires at age 60 he will receive
his age 60 retirement benefit plus an employer subsidized social
security supplement. Mr. West will receive the social securily
supplement from age 60 to age 65, his SSRA. How is the [RC 415(h)
fimitation applied to Mr. West's benefit?

Solution. The social security supplement plus the retirement benefit to
be paid to Mr. West, when converted to an actuarially equivatent
straight Hfe annuity commencing at age 60 using the IRC 415
assumptions, must not exceed (i.e., must be less than or equal fo) the
IBC 415(b) dollar limitation, adjusted for commencement at age 60.
That ig, the following retation must be satisfied at age 60.
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472634.6 (12-01-2002)
Participation or
Service of Less
Than 10 Years

Example 22
{Pres. Value Soc. Sec. Supp.) + ;?n%;{fﬂb)
{ Pres. Value Age 60 Ret. Ben,) < reduced for
a age 60
60 commencement

1)

Where a participant has less than 10 vears of service or participation,
IRC 415(b)(5) provides for a reduction in the limitations applicable to that
pariicipant. If an employee has less than 10 years of participation in a DB
plan, the IRC 415(b)(1}{A) dollar lim#ation is multiphed by a fraction--

a. The numerator of which is the number of years {or part thereof) of
participation in the DB plan of the employer, and
b. The denominator of which is 10.

In determining a participant's years of participation for these purposes,
Q&A-7 of Notice 87-21 provides that a participant is credited with a year
of participation (computed to fractional parts of a year) for each accrual
computation period for which the following conditions are met:

a. The participant is credited with at least the number of hours of
service {or period of service if the elapsed fime method is used for
benefit accrual purposes) required under the terms of the plan in
order to accrue a benefit for the accrual computation peried, and

b. The participant is included as a plan participant under the eligibility
provisions of the plan for at least one day of the accrual computation
period.

c. If these two conditions are met, the portion of a year of participation
credited to the participant is equal to the amount of benefit accrual
service credited to the pariicipant for such accrual computation
period. Thus, where the terms of a plan provide that a participan
with 50 hours of service earns a year of service for bengfit accrual
purposes, a participant with 50 hours of service could be credited
with a year of participation for purposes of IRC 415{b)(5).

d. Additionafly, for a participant to receive a year {or part thereof) of
participation for an accrual computation period, the plan must be
established no later than the tast day of such accrual computation
period.

The compensation and benefits limitations of IRC 415(b){(1)(B), [RC
415(b}(4), and IRC 415(e) (for limitation years beginning before 2000) are
reduced in a similar manner except that such reduction is applied with
respect to years of service (less than 10) with an employer rather than
years of participation in a plan.

In no event shall the reductions of IRC 415(b)(5)(A) or {B) reduce the
limitations referred to in IRC 415(b)(1) and IRC 415(b){4) to an amount
less that 1/10 of such limitation determined without regard to IRC
415(b)(5).
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4.72.6.3.5 (12-01-2002)
Special $10,000
Minimum

Benefit

{5) Thus, under the rules of IRC 415(b)(5) the DB dollar fimitation is reduced
where a participant has less than 10 years of participation, following the
rules of IRC 415(b){(5}(A), and the DB compensation limitation is reduced
where a participant has less than 10 years of service, following the rules
of IRC 415(b}(B)(B).

Example 23

“A", a participant in Corporation B's plan for six years, has seven
years of service with the employer at the time of his retirement in 1999
at age 65 (A's SSRHA}. A's benefit on retirement is a straight lile
annuity based on average compensation for his high-3-years of
$20,000.

The IRC 415(b} limitation which will apply to A’s benefit will be the
lesser of 6/10 of the dollar imitation (6/10 x $130,000 = $78.000} or
7/10 of the compensation limitation {7/10 x $20,000 = $14,000).
Therefore, A's benefit at age 65 may not exceed $14,000.

Example 24

“B" participated in the corporation’s DB plan for seven years before
retiring in 1998 at age 65 (B's SSRA) with eight years of service,
being then entitled to a straight life annuity benefit based on high-3
average compensation of $70,000. B's benefit may not exceed the
tesser of $70,000 x 8/10 = $56,000 (the percentage of compensation
limitation reduced for less than 10 years of service) or $138,000 x
7/10 = 591,000 {the 1998 dollar limitation reduced for less than 10
éears of participation). Therefore, B's benefit may not exceed
56,000.

(1) IRC 415({b}(4) provides rules under which a mirimum annual benefit may
be provided. Notwithstanding the provisions of IRC 415(b)(1), {2), and (3},
the benefits payable with respect to a participant under any DB plan shall
be deemed not to exceed the limitation of this subsection if:

a. The retirement benefits payable with respect to such participant
under such plan and under all other DB plans of the employer do not
exceed $10,000 for the plan year, or for any prior plan year, and

b. The employer has not at any time maintained a DC plan in which the
participant participated.

{2} Therefore, DB plans may provide for a minimum $10,000 annual benefit
on behalf of any participant regardless of the limitation on benefits and
regardiess of the age at which benefits commence provided that--

a. The participant’s total employer-derived retirement benefit under all
plans maintained by the same employer does not exceed $10,000,
and

b. The employer has never maintained a DC plan in which the
participant paricipated.

Note: It is important to realize that (i) this $10,000 annual benefit is sub-
ject to reduction for service of less than 10 years, according to the
ruies of IRC 415(b}(5)(B}, and (ii} this exception provides only for a
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minimum benefit paid in the form of an annuity (a $10,000 annual
benefit), and is not adjusted upward for early retirement provi-
siocns and benefits which are not in the form of a straight life an-
nuity (e.g., a participant cannot under this exception receive the
present value of a $10,000 per year annuity as a single sum). See
Reg. 1.415-3(f)(4).

Example 25

Mr. Levin participates in Plan X, a DB plan, and reaches the plan's
normal retirement age (NBA) of 65 with nine years of service with the
employer, and a high-3 average compensation at NRA of $8,900. Un-
der the terms of Plan X, Mr. Levin will receive the special $10,000 an-
nual benefit derived from empiloyer contributions. For purposes of
applying the speclal $10,000 limitation to Mr. Levin’s benefif, such fimi-
tation would be reduced to $9,000 ($10,000 x 9/10} because Mr. Levin
had less than 10 years of service. Thus, if the conditions under IRC
415(b){4) are satisfied, the otherwise applicable limitation on Mr.
Levin's benefit under IRC 415{b)(1) of $8,010 {$8,010 = 100% of A’s
high-3 average compensation x {9/10)) would not reduce Mr. Levin's
benefit below $9000.

NOTE: Employee contributions are not considered a separate DC plan
for purposes of applying this special limitation, so the fact that a DB
plan provides for employee contributions does not preclude a plan
from taking advantage of this special exception. See Reg. 1.415-

3(0(3).

4.726.3.6 (12-01-2002) (1) Once the IRC 415{b) limitation applicable to a participant is determined,

When to Apply the ptan must specify the way in which the limitation is applied to the

IRC 415(b) participant’s benefit,

Limitation a. Determine the projected benefit under the plan formula, apply the
applicable IRC 415 limitation to the projected benefit, and then
calculate the accrued benefit based on this limited benefit, applying
any additional limits as necessary. This method is sometimes
described as the “project, limit, ang prorate” method.

b. Determine the participant's projected benefit under the plan formula,
calculaie the paricipant’s prorated penefit from the unlimited
projected benefit, and then apply the applicable limitation to obtain
the participant’'s accrued benefit. This second method is sometimes
described as the “project, prorate, and limit" method.

{2) Similarly, reductions or adjustments for optional forms of benefit, such as
qualified joint and survivor benefits, may be applied before or after the

IRC 415(b) limits are applied. The particular method {o be used under a

plan must be specified by the plan.

4.72.6.3.7 (12-01-2002) {1) For purposes of testing the limitation on benefits, all DB plans {whether or

Combining not terminated) are treated as one plan. To determine the plans o be

Plans

4.72.6.3.5 12-01-2002 IR Manual
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4.72.6.3.7.1 (12-01-2002)
Examination

Steps

4.72.6.3.8 (12-01-2002)
Non-Cash
Distributions

4.72.6.3.8.1 {12-01-2002)
Annuity
Contracts

combined, all DB plans maintained by controlled corporations, commonly
controlled frades or businesses, or affiliated service groups are iaken into
account.

When plans are combined, the annual benefit of a participant under each
such plan must, when added together, not exceed the limitation on
benefits, When applying the limitation on benefits, the participant's
average compensation for high-3-years is applied in the same manner as
when only one DB plan has ever been maintained by the same employer.
However, each plan must also meet the limitation applicable o it. See
iRC 415(f} and Regs. 1.415-8(a), {b), (c) and {f).

{EGGTRA provides that, effective for limitation years beginning afier
December 31, 2001, a multiemployer plan is not combined or aggregated
{1) with a non-multiemployer plan for purposes of applying the DB
compensation limitation to the non-multiemployer plan, or (2} with any
other multiemployer plan for purposes of the applying the IRC 415
limitations.}

For participants with less than 10 years of participation, is the IRC
415(b}{1)(A) doltar limitation reduced appropriately?

For participants with less than 10 years of service, is the IRC
A415(b){(1){B) compensation limitation reduced appropriately? For
participants with less than 10 years of service, are the limitations used in
IRC 415(e} calculations for limitation years beginning before 2000 and, if
applicable, the special $10,000 limitation of IRC 415(b)}{4) reduced
appropriately?

Where a portion of a participant’s benefit is paid to an alternate payee
under a ODRO, does the sum of the actuarial values of the amounts
distribuied exceed the actuarial value of the maximum annual benefit that
could be paid to the participant at the age the participant’s benefil
commences under the plan?

Are benefits under all DB plans of the employer aggregated for purposes
of applying the IRC 415(b) limitations?

Where a DB plan distributes anything other than cash, it is important to
realize the plan may not distribute more than the limitations of IRC 415(b)
allow, and, in valuing non-cash distributions, current values should refiect
accurate fair market values.

Annuity coniracts may be purchased for participants in qualified plans
who retfire or leave employment with rights to a deferred or immediate
retirement annuity or when the plan is about to terminate. in such a case,
the benefits that may be distributed in later years under the annuity
contract must conform to the benefits that could have been provided

IR Manual
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4.72.6.38.1.1 (12-01-2002)
Single-Sum
Distributions

4.72.6.3.8.1.2 (12-01-2002)
Deferred

Annuity

Payments

4.72.6.3.8.2 (12-01-2002)
Springing Cash
Value Life
Insurance
Policies

4.72.6.3.8.3 (12-01-2002)
Variable Annuity
Distributions

(1)

under the terms of the plan. In particular, the contracts may not provide
for distributions in excess of the IRC 415(b} fimitations that are applicabie
under the plan.

If a single-sum distribution is permitied under the annuity contract on or
after the date the contract is distributed to the employee, such single sum
is a distribution in a form other than a single life annuity and must satisfy
the limitations on assumptions that may be used in converting the annuity
beneiit to an aklternate form specified in IRC 415(b){(2)(E}.

Note: Any cash surrender value or any other amount available to the em-

(

ek
S

(M

(M

pioyee is considered a distribution and in combination with other distri-
butions under the contract must not exceed the maximum distribution
limits under 1IRC 415{b}. The contract should preciude such an excess
by its terms.

Where the contract provides for deferred annuity payments commencing
after the date the contract is distributed, all payment options under the
plan, which will also be available under the contract, must satisty the IRC
415(b) limitations for each age and form of benefit provided, including the
restrictions on assumptions that must be used to calcuiate optional
benetit forms or benefits commencing at ages other than the participant’s
SSRA.

Certain qualified plans purchase a life insurance product known as a
“springing cash value” policy.

a. Premiums are paid by the Trust to purchase such a policy which will
typically have a low cash surrender value in the first few years after
purchase, but a much higher cash surrender value in subsequent
years.

b. Where such a contract is distributed, the higher cash surrender vaiue
to which the pacicipant is entitied in subsequent years may well
exceed the maximum single-sum distribution that would be permitted
under the terms of the plan and the applicabie IRC 415 limits.

c. Any cash surrender values or other amounts available under the
coniract should be compared to the maximum single-sum value of
the participant’s otherwise applicable accrued benefit payable at that
age, as limited to the appropriate annual amount under 1RC 415(b}.
See Q&A-10 in Notice 89-25, 1989-1 C.B. 662, and the discussion of
Springing Cash Value Policies in the Valuation of Asseis Examination
Guidelines.

Certain qualified plans purchase annuity contracts for participants who
retire or otherwise become eligible for a benefit distribution, in the form of
variable annuity contracts. Typically, benefits under such a plan will be
specified as units in a fund maintained by an insurance company where

4.72.6.3.8.1
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(4)
£72.6.3.9 (12-01-2002) (1)
Transitional
Rules and
Protected
Benefits

4726391 (12-61-2002) (1)
ERISA Protected
Benefits

the benefit amount payable in succeeding years is adjusted by a
specified procedure based on the actual investment return of the fund or
some other external investment index. Actual payments are provided
through an annufty contract distributed to the participant that specifies the
adjustment procedures and benefit amounis payable.

In the case of such a contract, an adjustment must be made to the initial
benefit amount payable under the contract o offset the expecied increase
in benefits payabte in future years. This adjustment must be made in
accordance with rules conceming adjustments that need to be made
where the form of benefit is other than a straight fife annuity. See IRC
415(b)(2}(E) and Reg. 1.415-3(c).

a. In general, an adjustment must be made to the initial annual benefit
paid under the contract such that the present value of the varying
benefit amounts does not exceed the present value of the otherwise
applicable maximum level annual benefit that could be paid.

Rev. Rul. 80-253, 1980-2 C.B. 159, provides that, for purposes of IRC
415{b)(2), adiustrments made in accordance with the rules provided in
Rev. Rul. 76-47, 1876-1 C.B. 109, are deemed to be made on the basis
of reasonable actuarial assumptions.

a. Section 3.04 of Rev. Rul. 76-47 provides actuarial adjustment factors
appropriate in most cases for determining the maximum annual
benefit payable under IRC 415(b)(1) when the form of beneiit is a
variable annuity.

b. Where the particular form of the variable annuity does not conform to
the general pattern of adjusiments in section 3.04 of Rev. Rul. 76-47,
a determination of an appropriate adjusiment factor must be made
using the UP-1984 Mortality Table and an interest rate of 5%.

If the maximum benefit under IRC 415 (as adjusted) is greater than or
equal 10 the initial benefit provided by the plan, the plan satisfies IRC
415(b).

iRC 415 was added to the Code by ERISA. The limiations under IRC
415(b} which were imposed under ERISA were significantly modified by
TEFRA and TRA’ 86, Although both TEFRA and TBA'86 decreased the
IRC 415 limits that were imposed by ERISA for the future, transition rules
were provided and the current accrued benefit of participants prior to the
effective dates of ERISA, TEFRA, and TRA'86 were protecied.

Before ERISA, the limitation on benefits was, in general, 100% of the
highest average compensation the participant eamed covering any
reasonable period of service with the employer establishing the plan. See
Rev. Rul. 72-3, 1972-1 C.B. 105.

a. Under ERISA, the limitation on annual benefits from a DB plan was
the lesser of $75,000, adjusted annually for COLAs, and 100% of the
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()

(3)

4.72.63.92 (12-01-2002) (1)
TEFRA

Protected
Benefits

participant’s high-3-year average compensation. The $75,000 doliar
limitation was reduced where benefits commenced before age 55, by
adjusting the limitation to be actuarially equivaient to such a benefit
beginning at age 55.

The IRC 415 limits were effective for years beginning after 12/31/75. A
transitional rule for DB plans was provided in ERISA section 2004(d).
This section provided that in the case of an individual who was an active
participant in a DB plan before 10/3/73, the individual's annual benefit
would be treated as not exceeding the IRC 415(b) limit if the following
conditions were satisfied:

a. The participant's annuai benefit payable on retirement did not exceed
100% of his/ner annual rate of compensation on the earlier of: (i)
10/2/73, or (i} the date on which he/she separated from the service
of the empioyer;

b. The participant's annual benefit was no greater than the annual
benefit which would have been payable to such participant on
retirement if: (i) all the terms and conditions of the plan in existence
on such date had remained in existence until such retirement, and (ii)
the participant’'s compensation taken into account for any peried after
10/2/73, did not exceed his/her annual rate of compensation on such
date; and

¢. Inthe case of a participant who separated from the service of the
employer prior to 10/2/73, the annual benefit is no greater than
his/her vested accrued benefit as of the date of separation from
service.

Thus, when the limitations applicable to DB plans under ERISA became
effective, the benefits of those individuals who were active participants in
DB plans before 10/3/73, were protected and would not be ireated as
exceeding IRC 415(b) to the extent permitted under conditions a, b, and ¢
above.

A transitional rule was also applied to individuals who participated in bath
a DB plan and a DC plan of the same employer. Under this rule, the
otherwise applicable limitation 10 such individuals’ benefits and
coniributions under IRC 415(e} as enacted by ERISA was assumed to be
satisfied provided benefits were not increased, in the case of a DB plan,
nor contributions made, in the case of a DC plan, after the date of
enactmeni.

Limitations on benefits and contributions under qualified retirement plans
were reduced by TEFRA, effective for limitaticn years baginning in 1983,
TEFRA did not change the compensation limitation but modified the dolfar
limitation applicable 1o DB plans {which with COLAs had increased to
$136,425, effective 1/1/82} in the following ways:

a. Reduced the maximum annual benefit to the lesser of $90,000 or
100% of the participant’s high-3-year compensation;

4.72.6.3.9.1
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b. Provided thai the doliar limitation was actuarially reduced if benefits
commenced before age 62 (the 100% of high-3-year compensation
limifation applies regardless of the age benefits commence};

¢. Provided that the doliar limitation may be increased if the benefit
commences after age 65 (no adjustment is made fo the
compensation limitation);

d. Restricted the actuarial assumptions used to compute these
adjusiments; and

e. Restricted the actuarial assumptions that can be used for adjustment
of both the dollar limitation and the compensation limitation if a
benefit is paid in a form other than a single life annuity.

Section 235(qg) of TEFRA provided certain transitional rules related to
these new limitations. The new requirement that the $90,000 dollar
limitation be actuarially reduced for commencement prior {0 age 62 was
not applied to reduce the dollar limitation at any age on or after age 55
below $75,000. In addition, if the benefit commenced prior to age 55, the
applicable dollar limitation was not reduced below the amount that was
actuarially equivalent to an annual benefit of $75,000 commencing at age
55.

Nofe: The $75,000 limitation in the exceptions is not increased for subse-

(3}

guent changes in the cost of living effective under IRC 415(d). Because
the $80,000 in the general rule was to be adjusted for such changes,
the exception would, eventually, cease to have any effect.

Section 235(g}(4) of TEFRA also protected a participant's “current ac-
crued benefit” in a DB plan as it existed on 7/1/82, provided the plan sat-
isfied IRC 415 before TEFRA, from reduction as a result of such
amendments.

Notice 83-10 provides information in question and answer form relating to
these amendments and transition rules. Q8A T-3 of Notice 83-10 pro-
vides that benefits accrued as of the TEFRA effective date (the last day
of the limitation year beginning in 1982} are protected for a DB plan in
existence on 7/1/82, which satisfied IRC 415 before TEFRA, provided
that the accrued beneiit is determined without regard to changes in the
plan after 7/1/82, and without regard to cost-of-living increases occurring
after 7/1/82. This question and answer also staies that the protection af-
forded to such current accrued benefit also extends to optional benefit
forms or early retirement benefits provided under the plan on 7/1/82.

TEFRA aiso reduced the dollar limitation applicable fo DC plans and
made changes in the operation of IRC 415(e). These changes are ex-
plained in Notice 83-10.
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Example 26

Mr. King’s "current accrued benefit” under a DB plan, Plan T, on the
TEFRA effective date was $120,000, payable as a joint and 50% survi-
vor annuity at the Plan’s normal retirement age of 62. The plan year
and limitation year for Plan T are both the calendar year. Under the
terms of Plan T in effect on 7/1/82, should Mr. King decide to retire
early at age 55, he could receive an early retirement benefit of
$100,000, in the form of a joint and 50% survivor annuity. Mr. King at-
tained age 55 in 1985 and decided to retire early. Plan T satisfied the
IRC 415 requirements before TEFRA. The dollar limitation under IRC
415(b) {as amended by TEFRA) otherwise applicable to Mr. King in
1985 is $80,000 at age 62 and $75,000 at age 55. His high-3-year av-
erage compensation fimitation under IRC 415(b) for 1985 is $130,000.

a. Is the annual early retirement benefit Mr. King can re-
ceive in 1985 restricted to §75,000 or can he receive an
annual benefit of $100,0007

Solution. Mr. King’'s annual accrued benefit of $120,000 at
age 60 and early retirement benefit of $100,000 at age 55
are two entries in an array of benefits for this participant
defining the accrued benefit as computed on 12/31/82,
payable at various ages and in the various forms provided
under the terms of the plan. Each of the values for the
accrued benefit on 12/31/82, in the various forms provided
under the terms of the plan as of 7/1/82, would be pro-
tected under TEFRA section 235(g). Therefore, Mr. King
can receive an annual benefit at age 55 of $100,000.

NOTE: This protection applies only to the forms provided
in the plan on 7/1/82. For example, if the plan was subse-
quently amended to improve the early retirement adjust-
ment factors thereby increasing the early retirement
benefit attributable to the $120,000 accrued normal retire-
ment benefit from $100,000 to $110,000, only the
$100,000 would be protected.

b. In 1986, retirees under Plan T received an ad hoc
COLA of 5%. The IRC 415(b) doliar limitation, applicable
at age 55, generally in effect for 1988 is the greater of:
$90,000 adjusted as provided under IRC 415(d), effective
1/1/86, actuarially reduced using assumptions permitted in
IRC 415 10 age 55; or $75,000 without any COLA adjust-
ment. Can Mr. King receive this 5% ad hoc COLA In
19867

Solution. In 19886, or in later years, Mr. King cannot re-
ceive a benefit in excess of the 1IRC 415(b) doflar limita-
tion in effect at the time, or if greater, his protected
accrued benefit. The protected accrued benefit cannot
increase beyond its value on 12/31/82. Therefore, Mr.
King cannot receive the 5% COLA in 1986. Should the
otherwise applicable IRC 415(b) limitaticn increase such
that it was greater than Mr. King's protected accrued ben-
efit, then it would be possible for Mr. King to receive such
a COLA for retirees, provided that COLA did hot cause
Mr. King's beneftit to exceed the general IRC 415(b) limita-
fion then in effect.

4.72.6.3.9.2 12-61-2002 " IR Manual
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472.6.3.9.3 (12-01-2002)
TRA '86

Protected
Benefits

(1)

TRA’86 changed the $90,000 limitation applicable to DB plans by
providing that it applied to benefit payments commencing at the
participant's SSRA. The iimitation is reduced where benefits commence
prior to a participant's SSRA. The actuarial equivalence factors used in
reducing the $90,000 Himit for benefits commencing prior to the SSRA
were modified, and the $75,000 floor for benefit payments commencing
on, or after, the attainment of age 55 was eliminated. Thus, maximum
benefits were generally reduced under TRA'86.

Section 1106(1){3) of TRA'86 protects the “current accrued benefit” for any
individual who is a participant in a DB plan as of the first day of the first
limitation year to which the changes made by TRA'86 apply, provided the
plan was in existence on 5/6/86, and satisfied the applicable IRC 415
limits for all limitation years before the TRA'86 changes in IRC 415
became efiective.

Guidance, in the form of questions and answers, with respect to the new
limitations on contributions and benefits under IRC 415 was provided in
Notice 87-21. Q&A-12 of Notice 87-21 states that the rules in Notice
83-10 are to be used in determining if a plan was in existence on 5/6/86.

a. The “current accrued benefit” is the participant’s accrued benefit as
of the close of the last pre-TRA'86 limitation year (determined as i
the individual separated from service as of the end of that year) but
determined without regard to changes in the terms and conditions of
the plan or cost-of-living increases occurring after 5/5/86. The current
accrued benefit includes optional benefit forms and early retirement
benefits or retirement-type subsidies that are protected under IBC
411{d)(6).

b. Q&A-12 also provides that if the protected current accrued benefit for
a participant is larger than the applicable [RC 415(b)(1){A) limit, as
amended by TRA'86, such limitation shall equal the protected
accrued benefit in applying the IRC 415(b) limitation, and 415(e)
limitation (for limitation years beginning before 2000).

The general considerations to be applied in recognizing a “protected
accrued benefit” are the same as those discussed in detail under the
prior section dealing with TEFRA changes. Of course, any protected
benefit under TEFRA remains part of the protected benefit under TRA'86.
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4.72.6.3.9.4 (12-01-2002)
RPD ¢4 (GATTY)
Oid-Law

Benefits

Example 27

As of the end of the last pre-TRA '86 limitation year, Mr. Jackson, a
participant in a DB plan, Plan M, for 15 years had an accrued benefit
of $80,000 per year, payable as a life annuily commencing at age 62,
or as a fully subsidized qualified joint and 100% survivor annuity for
married participants. {Mr. Jackson’s high-3-vear average compensation
al the end of 1986 was $125,000.) The normal retirement age under
the plan is age 65, but early retirement benefits are available as early
as age 62 with no actuarial reduction, provided the participant has at
least 15 years of service at age 62. Mr. Jackson’s benefit satisfied the
IRC 415(b) imit applicable to him immediately prior to the effective
date of TRA '86. Plan M satisfied the conditions fisted in Q&A-12 of
Notice 87-21 for Mr. Jackson's benefit 1o be a “protected current
accrued benefit”. Plan M has a calendar year plan year and iimitation
year. Mr. Jackson will attain age 62 in 1987 and would like to retire.
What is the IRC 415(b) limit applicable to Mr. Jackson in 19877

Solution. In general, beginning with the first limitation year beginning
after 1986, the doliar limitation applicable to a participant commencing
benefits at age 62 (which would be prior to thelr SSRA) must be
reduced according o the reduction factors included in Notice 87-21. In
this case, where the participant's SSRA is 65, the 1987 dollar limitation
{$90,000} would be reduced for commencement of benefits at age 62
by multiplication by 0.8 [1 - (5/9)(.01}(38}], to equal $72,000. (See also
Examples 12 and 13.) Generally, should Mr. Jackson decide to retire
in any year after 1986, the limit applicable to him will be the greater of
{i} the currently effective limitation applicable to a participant
commencing benefits at the applicabie age (which would be the lesser
of (a) the dollar fimitation, adjusted as necessary for early
commencement, form, or less than 10 years of participation, or (b} the
participant's high-3-year average compensation, adjusted as
necessary for less than 10 years of service) or {ii) his protected
current accrued benefit as of the end of the last pre-TRA'86 limitation
year {$90.000 payable as a singte life annuity (or as a fully subsidized
gualified joint and 100% survivor annuity for married participants)
commencing at age 62]. Accordingly, in 1987 Mr. Jackson may receive
$90,000 per year, payable as a single life annuity or, if married, as a
tully subsidized joint and 100% survivor annuity.

{1} IRC 415(b)(2)(E) was amended under RPA ‘94 (GATT) as amended by

SBJPA, with such changes generally effective on the first day of a plan's
first limitation year beginning in 1995. However, sponsors of plans in
axistence on December 7, 1994, and which met the requirements of IRC
415 on that date, could protect the methodology used under IRC

415(b}{2)(E) to determine a participant’s accrued benefit as of a certain

date {a participant's RPA '94 {(GATT) freeze date) which must be a date
before the date the IRC 415(b}{2)(E) changes {under GATT as amended
by SBJPA) are effective for the plan (the plan’s final implementation date}
which must be a date on or before the first day of the first iimitation year
beginning after 1298, Rev. Rul. 85-28 provided guidance on the RPA '04
(GATT) changes prior toc GATT's amendment by SBJPA. Rev. Rul. 98-1
modified and superseded Rev. Rul. 85-20, and provided guidance and
transition rutes for the IRC 415 changes under GATT as amended by
SBJPA. See 4.72.6.3.4.3.4 for more explanation and examples of these
transition rules.

4.72.6.3.9.3
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4.72.6.3.10 {12-01-2002) (1)
Examination

Steps
(2)
(3)
(4)
(5
4.72.6.4 (12-01-2002) (1)
Funding and

Deductibility

Where a participant is receiving his or her benefits in the form of a
non-cash distribution, does the amount spent by the plan to purchase any
contract(s) for the participant exceed the maximum distribution
permissible under IRC 415({b)?

Where a participant’s benefit is provided by an annuity contract,

a. Are the benefits in the various distribution forms and ages permitted
under the coniract in compliance with IRC 415(b)?

h. Under the contract, do all available distributions, including single-sum
distribuiions, premium refunds, and dividends, satisfy the 1RC 415(b)
limitation applicable 1o the individual?

Where springing cash value life insurance policies are purchased by a
ptan, do cash surrender values and any other available distributions such
as premium refunds for any individual exceed the maximum distribution
permissible under the terms of the plan and the IRC 415 limitation
applicable 1o the individual?

For purposes of applying the limitations of IRC 415(b) where a
participant’s benefit is to be provided by a variable annuity contract, is the
initial benefit under the contract adjusted properly using actuarial
assumptions or adjustment factors that satisfy IRC 415(b}(2)?

When examining a plan for compliance with IRC 415{b), be sure to take
grandfathered benefits into consideration:

a. For DB plans in existence before 10/3/73, for those participants with
benefits protacted under ERISA which exceed the currently
applicable IRC 415(b) limitaticn, make certain that the correct
limitation is applied to each individual;

b. For DB plans in existence on 7/1/82, for those participants with
benefits protected under TEFRA which exceed ihe currently
applicabte IRC 415(b) limitation, make certain that the correct
limitation is applied to each individual; and

c. For DB plans in existence on 5/6/86, for those participants with
benefits protected under TRA '88 which exceed the currently
applicable IRC 415(b} limitation, make certain that the corract
limitation is applied to each individual.

d. For DB plans in existence on 12/7/94, where a participant has an
RPA '94 oid-law benefit, determine that the old-law benefit is
calculated using the correct assumptions under [RC 415(b)(2)(E),
and that the methodology used to determine satisfaction of 1IRC
415(b), where part of a participant's benefit is an RPA '94 old-law
benefit, satisfies one of the three methods (plan terms should state
which of the three methods is used) described in 4.72.6.3.4.3.4.

TEFRA added IRC 404{)(1) and (2) o the Code. For DB plans, IRC
404(R{1){A) provides that benefits in excess of the IRC 415 limits for any
year will not be taken into account in determining the deductible limits
under IRC 404 ior that year.
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4.72.6.41 {12-01-2002)
Limiting the
Projected
Benefit

4.72.6.4.1.1 (10-22-2002)
Dollar Limitation

47264111 (12-01-2002)
Automatic

COLA

Adjustments

(1)

a. Abhhough the TEFRA amendments to IRC 404 limit the amounts
considered for determining deductible limits, there is no similar
provision in iRC 412, which prescribes minimum funding
requirements. In general, under IRC 412, all Kabilities provided under
the plan must be taken into account for minimum funding purposes.
See Reg. 1.412(c){3)-1(c}{1).

b. Accordingly, where a plan document provides for benefits that
exceed the limitations of IRC 415 a plan contribution may be
required in order tc avoid a funding deficiency, that is not deductible
under IRC 404(j).

Note, however, as stated in Q&A F-1 of Notice 83-10, IRC 404(j) does not
prohibit the deductible imit from reflecting costs based on a reasonable
projected benefit,

The benefit projected to be payabile at the assumed retirement age (for
tunding purposes) must be subject to appropriate limitations under {RC
415(b) (i.e., the iesser of the currently effective applicable doliar limitation
or 100% of projected high-3 average compensation). Several
considerations apply when determining the appropriate limitations that
apply to the projected benefit. We will consider issues relating to the
dollar limitation and the compensation limitation separately.

For purposes of limiting the projecied benefit at each assumed retirement
age and in each assumed form of distribution, the dollar limitation must
be adjusted for the assumed age of commencement and the assumed
form of benefit using assumptions that satisly IRC 415(b)}(2)(E).

Where an individual has a protecied accrued benefit under one of the
transitional rules, the protected accrued benefit, payable under the terms
of the plan as they existed prior 1o the effective date of the legislation
triggering the transitional rule, must be compared to the curreni doliar
limitation applicable at each expected retirement age and for each
assumed benefit form, and the greater of the two amounis is the
applicable projected limitation.

Reg. 1.415-5(c) provides that a DB plan may include & provision that
automatically adjusts the maximum dollar limitation each year for
scheduled cost-of-living increases as they are effective under IRC 415(dj).
However, such provisions may only provide for scheduled annual
increases in the doflar limitation that become effective no sconer than the
date the adjusted IRC 415(b){1)}{A) doliar limitation becomes effective.
Scheduled future increases for calendar years beginning after the current
pian year may not be effective in that plan year. Therefore, a reasonable
funding method may not anticipate these benefit changes. See Reg.
1.432(cH3)-1(d}.

4.72.6.4
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4.72.6.4.2 {12-01-2002)
Compensation
Limitation

Example 28

When funding for the 1998 plan year, regardless of
potential future cost-cf-living increases, the benefit
assumed payable in any fulure year may not exceed
$130,000 (the IRC 415(b)(1HA) dollar limitation in effect
1/1/88) in the form of an annual single life annuity. (See
Rev. Rut. 81-195, 1081-2 C.B. 104.) Of course, if the
participant has a protected accrued benefit in excess of
this limif, that amount may be assumed payable, but such
orotected benefit may not be adjusted for any COLA
increases whether or not they are effective under IRC
415(d} for the current ptan year.

(2) Where the plan year is other than a calendar year, Rev. Rul. 81-215,
1981-2 C.B. 1086, provides that increases in the maximum doliar benefi
assumed accrued or payable for funding purposes may take into account
the adjusted dollar limitation effective under IRC 415(d) on any day of the
plan year in full.

Example 29

if the last day of the plan year is 1/31/87, plan costs for
that year may be entirely based on projected annual
benefit amounts of $125,000, the dollar fimitation effective
1/1/97. Alternatively, as provided in Rev. Rul. 77-2,

1977-1 C.B. 120, the increase may be recognized only for
the portion of the plan year subsequent 10 the effective
date of the increase. The plan’s treatment of such
scheduled increases is a part of the plan’s funding
method and must be consistently applied unless a

change in method is approved for the plan.

(1} Reg. 1.412{¢){3)-1{c) requires thai the salary reflected in projected
benefits under a reasonable funding method must be the projected salary
on which benefits would be based under the plan at the age when
benefits are expected to commence. i a qualified plan provides benefits
based or compensation at separation from service, cosis may be based
on projected benefits that reflect the expected salary history of a
participant to that age, even if those projected benefits exceed the current
high-3-consecutive-year average compensation. This is in accordance
with Q&A F-1 of Notice 83-10 which provides that the deductible limit for
a plan may reflect costs based on a reasonable projected benefit
exceeding 100% of a padicipant’s current high-3-year compensation (as
tong as the benefit does not exceed 100% of projected high-3-year
compensation).

Note: There are no age adjustments to the compensation limitation for active
participants under iRC 415(b}(1)(B).
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472643 (12-01-2002)
Adjusting IRC
415(b) Limit for
Benefits in
Other Plans of
Employer

4.72.6.4.4 (12-01-2002)
Examination
Sieps

Plan provisions must preciude the aggregated benefits under all DB plans
of the employer from exceeding the IRC 415(h) limitations. Plan
provisions must be specific as to how and in which ptan accruals will be
limited to satisfy this requirement,

a. For funding purposes, projected benefits under all plans must be
taken into account using reasonable actuarial assumptions and in
accordance with the provisions of the plan{s). Funding computations
must incorporate any required adjustments.

For limitation years beginning before 2000, where the benelfits in the DB
plan are limited because of aliocations in a DC plan maintained for the
same employee, special considerations apply under 18C 415(e).

Additionally, for limitation years beginning before 2000, with respect io
deductibility of plan funding costs where an employee is a participant in
both a DB plan and a DC plan maintained by the same employer, the
deductiblie limit for the DB plan may reflect costs based on a reascnable
projected DC fraction lower than the participant's current DC fraction (as
tong as the projected DC fraction does not anticipate future increases in
the DC dollar limitation). See Q&A F-1 of Notice 83-10.

Where benefits in excess of the IRC 415(b) or {for limitation years
heginning before 2000} IRC 415(e) limitations are provided under the
terms of the plan, determine whether contributions for such benefits have
been made and deductad in viclation of IRC 404(j).

Where it is determined on plan examination that a participant’s projected
benetit for funding purposes exceeds the IRC 415(b) imitation applicable
to the participant at the expected distribution date, determine whether the
plan has funded and deducted for such benefit in violation of IRC 404(f).

Are COLA increases in the dollar limitation anticipated for any purpose
under the plan?

Where participants’ benefits under a plan are based on final average
salary and costs are therefore based on reasonable projected benefits,
are projected benefits, which may in this case exceed an individual's
currently applicable compensation limitation, limited to the lesser of the
participant’'s projected high-3-year compensation or the currently effective
dollar limitation applicable to the individual?

4.72.6.4.3
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Exhibit 4.72.6-1 (12-01-2002)
Appendix A — Annuity Factors

Symbolism

Following is a discussion on computing an “annuity factor’ equivalent to the cost of
a $1 per year straight life annuity, or equivalent o the cost of a $1 per year straight
fife annuity 'which is paid monthly in instaliments of 1/12 of a dollar.

A straight life annuity is an annuity payable over one life, having no special
payment features such as a period certain.

The discussion is provided as background for the examples in the text. It is hot
meant to be all inclusive and only provides information. For agents who wish
further information on annuity factors (such as information on joint and survivor
annuities or annuities with a certain feature), such additional information and/or
assistance should be scught from the fielkd actuary, an excellent resource person
on actuatial matters.

{1} The following symbols represent annuity facters equivalent to the cost at age
"x" of a straight life annuity providing payments of $1 per year for life, beginning at
age “x’. Those which use an “upper 127 in parentheses are paid monthly, in
payments of 1/12. An annuity factor is generaily expressed in the form of the first
two symbols below. The second two symbols are expressed in terms of
“commutation functions™ which are explained later in the discussion. The first and

"third symbols are equivalent, as are the second and fourth symbol.,

. N N {12}
802 . and X

D, D,

(2) If & 12 is shown beside (meaning multiplication by 12) one of the symbols with
an “upper 127, then the monthly payments will be $1 (since 12 x 1/12 = 1). Thus,
the following symbols, which are equivalent, represent the cost at age “X” of a
straight fife annuity of $1 per month, commencing at age “X".

12N, 012
Dy

(3) Sometimes the expressions "deterred annuity”,“annuity due” and “immediate
annuity” are used. When an annuity consists of g series of paymenis commencing
at the begdinning of the paymerd period, the annuity is called an “annuity-due”. Two
symbols for a $1 per year annuity-due commencing at age 65 (beginning of year)
and valued at age 65 are (1) 8, and (2) (Ngs / Dgs). Each annuity shown in (1)
and {2) above is an annuity-due.

3

W 1

12,02 and

{#) When the first payment under an annuity ig to be made at the end of a
payment petiod, the annuity is called an “Immediate annuity”. Thus, a 81 per year
immediate annuity for a person aged 65 would not be paid until the end of the
payment period (which could be thought of as the beginning of the next payment
period), and the appropriate symbols denoting such an annuity {being valued at
age 65) would be (1) a,. (notice that no “umlaut” is used over the “a” for this
annuity), and (2} {Ngs / Dgs) (since the payments begin at the end of the 65th year
which could be thought of as the beginning of the 66th year). The following are
more general symbols for immediate annuities.

Moot and Ny 12

(12)
a, . a,
* ’ Dy D,
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Exhibit 4.72.6-1 (Cont. 1) (12-01-2002)
Appendix A — Annuity Factors

{5) A "n” year deferred annuity is one if which the first payment does not occur for
“n” years. Thus, the first payment to a person who, on attaining age 60, purchases
a five year deferred annuity-due, paid annually or monthily, would not commence
until the person attains age 65. The first payment to the same person under a five
year deferred immediate annuity, paid annually, would not begin until the person
attains age 66. Because the payments under an immediate annuity which is paid
monthly are payable at the end of the month (the end of the payment period, which
could also be thought of as the beginning of the next payment period), payments to
the same person described above under a five year deferred immediate annuity,
paid monthly, would not commence until the person attained age 65 1/12 years.

Commutation (1) To calculate an annuity factor, whicht is the cost of a §1 per year siraight life
Functions Based  annuity {or a $1 per month straight life annuity), a mortality table and an interest
On A Particular rate must be specified.

Mortality Table

{2) A mortality table is a table showing life and death statistics for a population of
peopie. It shows how many are alive at each age at the beginning, and at each
successive year, and from these figures general probabilities of living and dying at
the various ages are determined. A mortality table can consist of one page.

{3) Very loosely and generally explained, the cost of a $1 a year annuily is equal to
the sum of the present values of each of the $1 payments expected o be made,
taking into account the probabilities of living to each age and then discounting each
$1 payment times the applicable probabilities, using the assumed interest rate for
discounting, back 1o the age at which the cost of the annuity is being calculated.

{4) Using the prohabilities of living to, or dying by, a particular age from a montality
table and an assumed rate of interest earnings, commutation functions are derived
using actuarial formulas.

a. The commutation functions which are used to derive straight life annuity factors
are generally given in the form of N,, N,“'%, and D,. The “x" in N,, and N,"® is the
age at which the straight life annuity commences, and the “x” in D, is the age at
which the cost is valued, and for each expected payment at an individual age, the
probability of living to such age and the discount factor to be applied from such
age to the age at which the cost is being determined are incorporated, and the
sum of the values over all of the possible ages is the total cost.

b. The tables of commutation functions were generated to facilitate “table look-ups”
of these values in days before the widespread use of individual personal
computers (PCs).

c. The annuity values can also be derived using a direct, mathematical formula and
a PC. The field actuary will petrform such a calculation upon reguest.

d. Because an unlimited number of interest rates can be assumed, an infinite or
unkimited number of commutation functions are possible using a paricular mortality
table.

{B) For ease in explaining the methodology, we will use only the commutation
functions which are derived from the UPF-1884 Mortality Table when an interest rate
of 8% is assumed.

4,72.6.4.4 12-01-2002 IR Manual
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Exhibit 4.72.6-1 {Cont. 2) (12-01-2002}
Appendix A - Annuity Factors

Methodclogy

(1) To calculate the cost or present value at age 50 of a $1 per year straight life
annuity commencing at age 50, using the UP-1984 table and an assumed interest
rate of 8%, the appropriate figure from the NX column is divided by the appropriate
figure from the DX column. The appropriate figure for NX would be found by
reading across from the age at which the annuity is to start to the NX column, and
the appropriate figure for DX would be found by reading across from the age of the
annuitant at the time the present value is being determined to the DX column.
Where the annuity is being valued at the age it is toc commence, the same age (50)
is being used for NX and DX. The annuity factor is equal to 17096.8122 (NX, using
x = 50) divided by 1538.9699 (DX, using x = 50), which equals 11,108 if the
guotient is rounded 10 three decimal places, For purposes of the tabie, NX and DX
are equivaient o the symbols N, and D,.

{2 If the straight life annuity (again being valued at age 50 and commencing at
age 50) is an annuity-due paid monthly in payments of 1/12, then the annuity factor
would be equal to NX{12) divided by DX. This would equal 16391.4510 (NX{12),
using x = 50) divided by 1538.8699 (DX, using x = 50), which equals 10.651 when
rounded to three decimal places. For purposes of the table, the symbaol NX(12) is
equivatent to the symbol N, 1%,

(3) If the straight life annuity-due being valued at age 50 and commencing at age
50 was a $1 per month annuity, the cost of such annuity would be 127.81 {12
fimes the cost of the $1 per year annuity, paid monthly, or 12 x 10.651). Where the
age at which the present value is being determined is the same as the age at
which the annuity is to commence, and the annuity is a $1 per month annuity. the
quotient of 12NX(12)/DX will be the same as the number across from this age in
the 12AX(123 column. For purposes of the table, 12AX(12) is eguivalent to the
symbot 124,12,

(4) If a $1 per year straight life annuity (annuity-due), paid monthly, commences at
one age (X}, and is being valued at a different age (Y), then the number in the
NX(12) column across from age X is divided by the number in the DX column
across from age Y. For example, suppose the cost of a straight life annuity
{annuity-due), payable monthly and commencing at age 65, is being determined
when the annuitant is age 60. Using the commutation functions derived using the
same mortalily table and interest rate, the annuity factor is equal to 3334.1842
(NX(12) when x = 65) divided by 651.8463 {DX when x = 60), which is equal to
5.115 when rounded to 3 decimal places. Of course if given in terms of money, it
would be $5.11 (since it had been 5.1149852),

{5) EXAMPLE 16 in part one, step one, uses an annuity factor of 9.133 which is
derived using the UP-1684 table and 8%. From the symbolism used, the annuity is
a $1 per year straight life annuity {annuity-due), paid monthly, commences at age
60 and is being valued at age 60, To calculate the annuity factor, 5853.3718
(NX(12) when x = 60) is divided by 651.8463 (DX when X = 60), which is equal to
9.133 if rounded to 3 decimal places.
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Exhibit 4.72.6-1 (Cont. 3) (12-01-2002)
Appendix A - Annuity Factors

Other Symbols {1) In general, the symbol
N,
Dy

refers to a $1 per year annuity which commences at age x, and is being valued at
age y. When the symbol is a quotient of two Ds, such as

this is the fraction which discounts a value computed at age x, using interest and
mortality, to a value at age y. In the same Example 16 in the guidelines, the
fraction D, / Dgg is used to discount, using interest and mortality, from age 62 to
age 60.

NOTE: The calculation of an annuity factor which is the cost of an immediate
annuity, paid monthly, is more complicated, requiring the use of an interpolation
formula in addition to the commutation functions normally used to calculate annuity
factors, and is beyond the scope of this discussion. The agent wanting more
information/help in this area should contact the area actuary.

Additional (1) The referenced tables with commutation functions and specific assumed

Comments interest rates are not unigue. Another table based on the same moriality table and
interest rate may appear different (i.e. have different numbers in the columns) but
should yield the same annuity factors when the appropriate division is done. This
could be due to slight variances in the algorithms used by the computer in
generating the numbers, different numbers of decimal places used, different
population size, or other reasons. Additionally, a table of commutation functions
may show columns of commutation functions other than the ones discussed in this
appendix. These commutation functions are not used in the guideline or in this
discussion, although they are used for other purposes.

{2) Because the commutation functions are included in spread sheets, we are
unable to include them as part of these guidelines. See the area actuary for the
refarenced commutation functions.
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Exhibit 4.72.6-2 (12-01-2002)
Appendix B — Actuarial Equivalence

Example 1

Example 2

What does it mean o say that two benefits are actuarially equivalent?

Basically, It means that, valued at the same point in fime, they are equal to the
same amount. In order to determine if lwo benefits are actuarially equivalent,
typically one benefit is first converted fo a single s, then faken to the same
point in ime {(same age) as the other benefil, and then converted back into a
benefit. To convert a single life annuity benefit fo a single sum (and to actuarially
move a single sum forward or backwards} a mortality table and inferest rate must
be specified. The benefit is multiplied by the cost of a §1 annuity, payable either
annually or monthly, with such annuity factor determined using the specified
;porfaﬁty table and interest rate. See Appendix A for further explanation of annuity
actors.

Using the UP-1984 Mortality Table and an 8% interest assumption, determine
whether a single life annuity benefit of $97,981, payable monthly and
commencing at age 62, is actuarially equivalent to a $78.288 single life annuity
benefit commencing at age 607

Solution. To determine whether they are actuarially equivalent, both benefits must
be valued at the same point in time, at age 62 (age 60 could also have been
used). To value the age 60 benefit at age 62, it must be converted to a single
sum by multiplying it be an age 60 annuity tactor, derived using the specified
interest rate and mortality table. The age 60 annuity factor

12
NGO( }
Dao

derived using the UP-1384 Mortality Table where an interest rate of 8% is used,
is 9.133. The singie sum at age 80 which is equivalent to the single life annuity
benefit is $715,004.30 {9.133 x $78,288). The single sum is advanced forward,
using interest and mortality, by muliplying it by Dy, 7 Dgp which, when derived
using the same mortality table and interest rate, equals 1.2G18. The single sum -
$715,004.30 at age 60 is equal to the single sum $859,282.17 {$715,004.30 x
1.2018) at age 62. [If no mortality is used, the single sum is advanced using
interest only by multiplying it by {1.08)%.] To convert the single sum at age 62 to a
single iife annuity benefit commencing at age 62, the single sum is divided by an
age 62 annuity factor

Ngp 2 = 8,770
D62

and the guotient is $97,980.86 ($859,292.17/8.770). Thus. a benefit of $97,881,
payable monthly at age 62 is actuarially equivalent at age 60 to a benefit of
$78.,288, payable monthly, when the UP-1984 Morality Table and an interest raie
of 8% are used.

If the IRC 415(b) dollar fimitation applicable to a participant at age 62 is $67,500
(which is an annual single Iife annuity}, what single life annuity benefit
commencing at age 60 is actuarially equivaient to the age 62 single life annuity
benefit of $67,500 when actuarial equivalence is determined using the UP-1984
Mortality Table and 5%7
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Exhibit 4.72.6-2 (Cont. 1) ({12-01-2002)
Appendix B - Actuarial Equivalence

Solution. First the single life annuity benefit of $67 500 at age 62 is converied to
a single sum by multiplying it by an age 62 annuity factor derived using the
specified mortality table and interest rate. The annuity factor

Nez

{)62
equals 11.377, and the single sum is $767,947.50 (67,500 x 11.377). The single
sum is then taken back to age 60 by muitiplying i by

Deg - 08803

DSO
which equals $676,024.18 ($767,947.50 x 0.8803). To convert the single sum at
age 60 to an annual benefit at age 60, it is divided by an age 60 annuily factor

Ngo = 11.954

DSO

which equals an annual benefit of $56,552.13 ($676,024.18/11.954}. Thus, an
annual benefit of $56,552.13 payable at age 60 is actuarially equivalent to an
annual benefit of 87,500 at age 62, when the UP-1984 Mortality Table and a 5%
interest assumption are used.
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L
INTRODUCTION

Ice Miller LLP ("Ice Miller") has been retained to provide a compliance review with
regard to the Intermal Revenue Code of 1986, as amended ("Code"), requirements applicable to
the status of the San Diego City Employees' Retirement System ("SDCERS") as a qualified
retirement plan under Code Section 401(a).

Ice Miller is not considering tax reporting and withholding under the Code nor any other
federal law. We are also not deliberating any state law issues. Where state law must be
considered, we are relying on interpretations provided by SDCERS counsel.

This report pertains to Code Section 415(b) and 415(¢c), and to Code Section 415(n) as it
15 related to 415(b) and 415(c). We have touched on Code Section 415(m) only with respect to
the treatment of excess benefits under Code Section 415(b). We have prepared a separate
briefing document for SDCERS on the topic of 415(m).

We have based this report on the material provided to us by SDCERS. We have not
independently verified what has been provided to us. We are relying on SDCERS to provide us
with documents, forms, and information necessary for this review.

This report was issued as part of the VCP supplement that was submitted to the IRS on
August 9, 2006. In response to comments and questions by the IRS, this report has been revised.
In addition, this report has been updated to reflect changes made by the Pension Protection Act
of 2006 ("PPA") and the Final Regulations issued under Code Section 415 on April 5, 2007.

iL.
IMPORTANCE OF CODE SECTION 415 COMPLIANCE

A, SDCERS As A QUALIFIED GOVERNMENTAL PLAN

Retaining "qualified plan" status under Code Section 401(a) is an important requirement
for retirement plans. The primary advantages in retaining "qualified” status are that (i) employer
contributions are not taxable to members as they are made (even when vested) and taxation only
occurs when plan distributions are made, (ii) earnings and income are not taxed to the trust or the
members; (iii) certain favorable tax treatments are available to members when they receive plan
distributions, ¢.g., ability to rollover amounts; (1v) employers may "pick up" employee
contributions; and (v) employer contributions to, and benefits from, the plan are never subject to
employment taxes (i.e., FICA taxes). These advantages would generally not apply to a non-
qualified plan.

B. CODE SECTION 415 LIMITS

One key qualification requirement applicable to qualified plans is the Code Section 415
hmits. Code Section 415 benefit and contribution limits must be followed to protect the tax
qualified status of a retirement plan under Code Section 401(a). These limits must be met by all
plan members. If even one member is paid an annual benefit greater than Code Section 415
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allows, or confributes more than Code Section 415 allows, theoretically, the entire plan will be
disqualified.

C. FINAL REGULATIONS

Final Regulations under Code Section 415 were issued by the IRS April 5, 2007. The
Final Regulations are effective for governmental plans for all limitation years that begin more
than 90 days after the close of the first regular legislative session of the legislative body with
authority to amend the plan that begins on or after July 1, 2007. However, a governmental plan
may apply the provisions of the Final Regulations as early as the limitation year beginning on or
after July 1, 2007,

HIR
OVERVIEW OF LAW WITH RESPECT TO
DEFINED BENEFIT LIMITATIONS

This Section of our Compliance Strategy Report provides an overview of the federal law
with regard to Code Section 415(b). The impact of Code Section 415(b) on SDCERS and our
specific recommendations for a compliance strategy are included in the next Section of this
Report.

A. BASIC BENEFIT LIMITS
i. Current Limits

As amended by the Economic Growth and Tax Relief Reconciliation Act of 2001
("EGTRRA™), the basic requirement of Code Section 415(b) is that the annual benefit in the form
of a single life annuity provided to a member who is between the ages of 62 and 65 may not
exceed the lesser of: (1) $160,000 as adjusted for inflation in $5,000 increments (the "Dollar
Limit"), or (2) 100% of average compensation (the "Salary Limit"). Code Section 415(b)(1).
The Salary Limit does not apply to governmental plans such as SDCERS. Therefore, the
following discussion and our methodology do not include the Salary Limit.

2. Limitation Year

The annual benefit is tested in a "limitation year." Unless an election is made by the
employer, the limitation year is the calendar year. Treas. Reg. § 1.415()-1. An employer that
maintains more than one qualified plan may elect to use different limitation years for each such
plan. Treas. Reg. § 1.415(3)-1(c).

Retrospectively, the IRS is requiring that SDCERS use a July 1 fiscal year for testing.
The analysis of 415(b) limits in the context of the Fiscal Year is summarized in the following
regulatory provision:

The adjusted dollar limitation applicable to defined benefit plans and the adjusted
compensation limit applicable to a participant are effective as of January 1 of each

calendar year and apply with respect to limitation vears ending with or within that
calendar year. However. benefit payments (and, in the case of plans that are
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subject to the requirements of section 411, accrued benefits for a limitation vear)
cannot _exceed the currently applicable dollar limitation or compensation

limitation (as in effect before the January 1 adjustment) prior to January 1. Thus,

where there is an increase in the limitation under section 415(b)(1). any increase
in_a participant's benefits associated with the limitation increase is permitted to
occur as of a date no earlier than January 1 of the calendar vear for which the
increase in the limitation is effective, and can only be applied for pavments due
on or after January 1 of such calendar vear. For example, assume that a participant
in a defined benefit plan is currently receiving a benefit in the form of a straight
life annuity, payable monthly, in an amount equal to the section 415(b)(1)}A)
dollar limit, and the defined benefit plan has a limitation year that runs from July
1 to June 30. If the plan is amended to reflect the section 415(d) increase to the
section 415(b)(1}{(A) dollar Limit that is effective as of January 1, 2009, the
associated increase in the participant's monthly benefit payments is only effective
for payments due on or after January 1, 2009, and the participant's benefit cannot
be increased to reflect the section 415(d) increase that is effective January 1,
2009, with respect to any monthly payment due prior to January 1, 2009.

Treas. Reg. § 1.415(d)-1(a}(3) (emphasis added). Applying this regulation to the SDCERS
situation, we come up with the following example:

As of July 1, 2005, the limitation on the annual benefit is $170,000, but assume that the
member's annual benefit for the Fiscal Year would be $175,000 under the applicable
formula. (For purposes of this example we are assuming a single straight life annuity
with no after-tax contributions and no rollovers to consider.) The monthly benefit that is
paid from July 1, 2005, through December 31, 2005 cannot exceed 1/12 of $170,000.
However, starting January 1, 2006, when the annual limit goes to $175,000, the monthly
benefit can increase so it is 1/12 of §175,000. Under this approach, no excess would be
paid out of an excess benefit plan in 20035 and the make-up payment would be paid in
2006.

Prospectivelv, as of January 1, 2008, SDCERS will move to a calendar year for 415
testing, assuming a technical ordinance is adopted to amend the San Diego Municipal Code.

B. TAMRA ELECTION

Section 415(b}(10)} of the Code was added by the Technical and Miscellaneous Revenue
Act of 1988 (sometimes called TAMRA) to offer state and local government plans a means of
complying with the Section 415 limits without violating state anti-cutback laws. Under this
Section, the defined benefit limit for an employee who became a participant in the plan before
January 1, 1990, would not be less than his or her accrued benefit determined without regard to
any plan amendment adopted after October 14, 1987. However, for a state or local government
to take advantage of Section 415(b)(10), each employer maintaining the plan was required to
elect, before the close of the plan year beginning in 1990, to apply the defined benefit limits
applicable to private plans to employees who first became participants after 1990. However,
there were also special provisions for state-wide statutory changes. For plans that made a
TAMRA election, the qualified participants would still have their TAMRA protection.
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Revocation of a TAMRA election is permitted pursuant to Code Section 415(b)(10)C)(ii),
effective for all plan years to which the election applied and to all subsequent plan years,

provided the revocation is accomplished by the last day of the third plan year beginning after
August 20, 1996.

C. AMOUNTS EXCLUDED FROM TESTING

For purposes of Code Section 415(b), the annual benefit means the benefit payable
annually in the form of a straight life annuity (with no ancillary benefits), without considering
payments made from a qualified excess benefit arrangement, after-tax employee contributions,
and any rollover contributions. Code Section 415(b)(2).

1. Ancillary Benefits

"Ancillary benefits" do not count toward the benefits subject to Code Section 415. As a
result, any benefit that is an ancillary benefit can exceed the 415 limits without the plan being
disqualified. Generally, "ancillary benefits" are benefits not directly related to retirement income
benefits. Ancillary benefits include "pre-retirement disability benefits and death benefits (such
as in-service death benefits)." Code Section 415(b)(2)(B); Treas. Reg. § 1.415(b)-1({c)(4).

a. Pre-Retirement Disability Benefits

Pre-retirement disability benefits "not in excess of the qualified disability benefit" may be
disregarded for purposes of 415(b} testing. However, any pre-retirement disability benefits
which exceed the "qualified disability benefit" limitations established in Code Section 411{a}9)
must be included in the benefit tested against the 415(b) limitation. Treas. Reg. § 1.415(b)-
He)X$)(1)(B). In contrast, post-retirement disability benefits must be taken into account for
purposes of complying with the Code Section 415 limitations. Thus, (1) pre-retirement disability
benefits which exceed the qualified disability benefit, (2) post-retirement disability benefits, (3)
line of duty disability benefits paid post normal retirement date, and (4) pre-retirement disability
benefits payable post normal retirement age will be tested under Code Section 415(b).

b. Pre-Retirement Death Benefits

Pre-retirement death benefits provided under a governmental plan are also exempt from
the Code Section 415 himits. Treas. Reg. § 1.415(b)-1{c}{4)(1)(B). The Final Regulations make
it very clear that pre-retirement death benefits must meet the incidental benefit requirements of
Code Section 401 and the regulations thereto in order to be excluded from 415(b) testing.
Generally speaking, death benefits are incidental where the plan provides a pre-retirement death
benefit that is no greater than 100 times the monthly annuity benefit provided under the plan, or
the cost of the death benefit does not exceed 25% of the total cost of all benefits for that
participant. (This latter test would be one that would be analyzed by an actuary.) Revenue
Ruling 74-307,1974-2 C.B. 126.

2. Qualified Excess Benefit Arrangement ("QEBA")

Effective for years after December 31, 1994, state and local government employers may
maintain "qualified governmental excess benefit plans” ("QEBA™) under Code Section 415(m).
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Excess Plans are plans that provide benefits that cannot be provided under a qualified plan due to
the limits on contributions and benefits. Excess Plans permit state and local government
employers to provide benefits to their employees:

(1) without jeopardizing plan qualification because of the limits on contributions and
benefits under Code Section 415,

(2) without jeopardizing a plan's status under Code Section 457 as an "eligible
deferred compensation plan," and

(3) without the income that accrues to the qualified governmental excess benefit plan
being taxable to the plan's government sponsor.

As we have discussed, we will not be addressing Code Section 415(m) and QEBAs in
detail in this report, but in a separate report. However, for the purposes of determining
retrospective benefit testing protocols, we think that it is relevant to consider the following
provisions that accompanied the enactment of Code Section 415(m):

Nothing in the amendments made by this section shall be construed to mmply that
a governmental plan (as defined in section 414(d) of the Internal Revenue Code of
1986) fails to satisfy the requirements of section 415 of such Code for any taxable
year beginning before January 1, 19935,

P.L. 104-188, § 1444(c)(2). Under this grandfather section, retroactive testing for plan
qualification purposes does not need to consider payments made prior to January 1, 1995,

3. Alocation of Benefits to After-Tax Emplovee Contributions

Treasury Regulation § 1.415(b)-1(b)(1)(i1) provides that the benefit attributable to
"Employee Contributions” is not included in the benefit which is tested against the 415(b)
limitation. In general, this is because these contributions are deemed to be annual additions and
subject to Code Section 415(c) limits (discussed below in more detail). Therefore, because the
benefits have already been tested under Code Section 415(c), any portion of a defined benefit
attributable to those after-tax contributions may be subtracted from the annual benefit before it is
tested under Code Section 415(b). However, it is important to note that benefits that would be
attributable to excess 415(c) contributions would not be "subtracted" from the annual benefit for
415(b) testing purposes.

a. Definition of Employee Contributions

Ounly certain employee contributions are treated as Employee Contributions for purposes
of 415(b) testing. In particular, the following items are not treated as Employee Contributions
and therefore the benefit attributable to these items is included for purposes of 415(b) testing:

e Contributions picked up by the employer pursuant to Code Section 414(h).
. Any repayment of a loan from the plan to the participant.
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. Certain repayments amounts previously distributed upon the participant's
termination of participation in the plan.

¢ Certain repayments of a withdrawal of employee contributions.

b. Mandatory Employee Contributions

Treasury Regulation § 1.415(b)-1(b)(2)(iii) provides that the annual benefit attributable to
mandatory contributions is determined by using the factors described in Code Section
41 1(c)(2)(B) "regardless of whether the requirements of sections 411 and 417 apply to that plan.”
Treasury Regulation § 1.411(c)-1(c) establishes the required method for allocating a portion of
the defined benefit to the after-tax employee contributions for purposes of excluding this amount
from the final annual benefit to be tested. The method requires calculation of the after-tax (not
picked up) employee contributions (both mandatory employee contributions and any voluntary
after-tax payments for service purchases unless tested under Code Section 415(n)), plus interest,
at rates specified by the regulations. See Treas. Reg. § 1.411(c)-1(c). Generally, interest is
computed at the rate provided by the plan until the last plan year before Code Section 41 1(a)(2)
does not apply. Id. Thereafter, a plan should use a 5% interest rate factor.

In general, Code Section 411(a)(2) does not apply to a governmental plan, such as
SDCERS. However, the Final Regulations provide that Code Section 411 should be treated as
applicable to this caleulation even if the section 1s not applicable to the plan. The Explanation of
Provisions in the Final Regulations states that a plan not subject to Code Section 411(a)}(2), such
as a governmental plan, should determine what the effective date of Code Section 411{a)2)
would have been if 411 applied to the plan and then apply the specific interest rates
appropriately. Therefore, only the benefit attributable to employer contributions using 411
factors can be excluded from 415(b) testing.

Treasury Regulation § 1.415(b)-1(b)(2)(iii) clearly indicates that the Code Section 411
factors should be applied to a governmental plan for purposes of determining the benefit
attributable to employee contributions for purposes of Code Section 415(b) testing. The 411
factors are the following: for confributions prior to 1976, use the interest rate in the plan
document, if any; for coniributions between 1976-1987, use 5%; for contributions from 1988
through the date the benefit commences or the annuity starting date (the determination date}, use
120% of the mid-term applicable federal rate; and for contributions from the determination date
to the normal retirement date (the date at which unreduced benefits are paid), use the applicable
417(e) interest rate. For plan years beginning before January I, 2008, the applicable 417(e) rate
18 the annual rate on 30-year Treasury securities for the month before the distribution. For plan
years beginning on and after January 1. 2008, the applicable 417(e) rate is the adjusted first,
second and third segment rates for the month before the distribution. The segment rates are
based on the corporate bond yield curve based on varying maturities. The IRS announces all this
monthly.

Thus, SDCERS must determine what the effective date of Code Section 411(a}2) would
have been, had that provision applied to SDCERS, and then apply the appropriate 411 factors
from that date forward in order to determine the benefit attributable to after-tax employee
contributions. For that purpose, the vesting rules of Code Section 411{a}2) were generally
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applicable to plan years beginning after September 1, 1976. However, for a plan in existence on
January 1, 1974, Code Section 411(a)}(2) was applicable for plan years beginning after 1975.

As noted above, this would be the same approach that would be followed in testing the
benefit attributable to rollovers and transfers that are used to purchase service,

¢. Voluntary After-Tax Contributions

Where a plan permits voluntary after-tax employee contributions, the portion of the plan
to which such contributions are made is treated as a defined contribution plan. Therefore,
voluntary after-tax contributions are subject to the 415(c) contribution limits and not the 415(b)
benefit imits. Treas. Reg. § 1.415(b)-1(b)(2)(iv). The benefit attributable to voluntary after-tax
contributions is not subject to 415(b) testing. However, that calculation is done using 411 factors
as above.

4. Emplovee After-Tax Contributions for Permissive Service Credit

Code Section 415(n) establishes a Hmitation structure for "permissive service credit"
purchases, instead of relying on the existing Code Section 415(c) defined contribution
limitations. This subsection allows Code Section 415 to be satisfied by a purchase of permissive
service credit if either a modified 415(b) limit is met or a modified 415(c) limit is met. These
limits can be applied on a participant-by-participant basis rather than choosing to apply the limit
on a plan-wide basis. For example, some participants could satisfy the modified defined benefit
limit when making a purchase of permissive service credit, while others could satisfy the
modified defined contribution limit.

a. Modified 415(b) Limit

For purposes of Code Section 415(n), the defined benefit limit in Code Section 415(b)
may be met by treating the accrued benefit derived from all permissive service credit as part of
the member's annual benefit. Code Section 415(n)(2){(A) provides that, where the dollar himit
under 415(b) is reduced for retirement before age 62, "the plan shall not fail to meet the reduced
dollar limit under Subsection (b)(2)(C) [the age-reduced dollar limit] solely by reason of this
subsection.” Thus, the plan will not fail to meet the age-reduced dollar limit solely because the
accrued benefit derived from the permissive service credit purchase is included in the 415(b) test.

b. Modified 415(c) Limit

For purposes of Code Section, only the dollar limit under Code Section 415(c} applies
(840,000 (adjusted for inflation)) by treating all permissive service contributions as an annual
addition under that limit.

¢. Definition of Permissive Service Credit

The special testing rules apply only if the service being purchased qualifies as permissive
service credit. Code Section 415(n)(3) defines "permissive service credit” as follows:

3) PERMISSIVE SERVICE CREDIT —For purposes of this subsection—
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{A) IN GENERAL.-The term "permissive service credit" means
service credit—

(1) recognized by the governmental plan for purposes of calculating a
participant's benefit under the plan,

{ii) which such participant has not received under such governmental
plan, and

(i11)  which such participant may receive only by making a voluntary
additional contribution, in an amount determined under such governmental plan,
which does not exceed the amount necessary to fund the benefit attributable to
such service credit.

Such term may include service credit for periods for which there is no
performance of service, and, notwithstanding clause (ii), may include service
credited in order to provide an increased benefit for service credit which a
participant is receiving under the plan.

Code Section 415(n)(3)(A). The proper interpretation of the Code Section 415(n) definition of
permissive service credit is not a settled term. The Final Regulations do not address 415(n)
issues. However, the PPA did clarify that benefit enhancement purchases (buying a higher
multiplier on service a member already has in a plan) or airtime purchases (buying service credit
for a period for which there is no performance of service) both qualify as permissive service
credit,

d. Nongnalified and Qualified Permissive Service

Permissive service credit can be categorized into two types. First, the Code defines "non-
qualified service credit” as all permissive service credit that does not fall within one of the
itemized types listed in Code Section 415(n)(3)(C). Although the Code does not use this term,
we have termed the types of service included in this list as "qualified permissive service."

Code Section 415(n)(3)(C) defines "nonqualified service" as all permissive service except
for the following types of service (which we have designated "qualified permissive service"):

® Service {including parental, medical, sabbatical, and similar leave) for the US
government, any state or political subdivision thereof, or any agency or
instrumentality of any of the foregoing.

e Service (including parental, medical, sabbatical. and similar leave) for an
educational organization which is a public, private, or sectarian school which
provides elementary or secondary education (through grade 12) as determined
under state laws.

e Service for an association of employees of the U.S., state or political subdivision

thereof, or an agency or instrumentality of the foregoing.
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e Military service (non-USERRA covered) recognized by the governmental plan.

However, service under the first three (3) points above will be nonqualified service if
recognition of the service would cause the member to receive a retirement benefit for the same
service under more than one plan. Code Section 415(n) does not permit a plan to take more than
five (5) years of nonqualified service into account, or to give members credit for any
nonqualified service before the member has at least five (5) years of participation in the plan.
Code Section 415(n)(3)(B). The PPA clarified that these limits do not apply to trustee-to-trustee
transfers from a 457(b) plan or a 403(b) plan for the purchase of permissive service credit.

It is important to note that "nongualified service” is still one type of permissive service
that is described in Section 415(n)(3)(A). Therefore, nongualified service is available for
purchase and may be tested under Code Section 415(n) special testing provisions.

e. Effective Dates

The service purchase testing provisions for permissive service credit under Code Section
415(n) are subject to a transition rule. The transition rule provides that the defined contribution
limits of Code Section 415(c) will not be used to reduce the amount of permissive service credit
an "eligible participant” can purchase below what they were allowed to purchase under the terms
of the plan as in effect on the enactment date, August 5, 1997. An "eligible participant” is an
individual who first becomes a participant in the plan before the first plan year beginning after
the last day of the calendar year in which the next regular session (following the date of
enactment) of the governing body with authority to amend the plan ends.

Because the term "permissive service” is used in the grandfather provision, we believe
that the IRS would apply a consistent definition of permissive service credit to the transition rule.
As a result, the transition provision could permit greater purchases of nonqualified service and
could permit permissive service purchases that exceed 415(c) and (b) limits, but would not
extend to the purchase of service that did not meet the definition of permissive service credit.

5. Picked-Up Contributions

It is important to note that pre-tax contributions ("picked-up contributions"), whether
mandatory or voluntary, are not treated as post-tax confributions. The benefit attributable to
picked-up contributions is subject to 415(b) testing. Treas. Reg. § 1.415(b)-1(b}2)(ii}( A).

6. Amounts Aftributable to Rollovers

Rollovers to a defined benefit plan are treated similarly to employee contributions for
purposes of 415(b) testing:

1f the benefit under the plan is payable in any form other than the form described
in subparagraph (A), or if the employees contribute to the plan or make rollover
contributions (as defined in sections 402(c). 403(a)(4), 403(b)(8). 408(d)3), and
457{(e)(16), the determinations as to whether the limitation described in paragraph
(1) has been satisfied shall be made, in accordance with regulations prescribed by
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the Secretary, by adjusting such benefit so that it is equivalent to the benefit
described in subparagraph (A).

Code Section 415(b)}(2(B). The Final Regulations treat rollovers in a manner similar to after-tax
coniributions, so that the benefit attributable to the rollover must be converted in accordance
with prescribed 411 factors. This is true only to the extent the plan provides for a benefit based
upon the rollover contributions. That is, if the benefit atiributable to the roliover contributions 1s
based upon a separate account, in which the rollover contributions are credited with actual
carnings and losses, then the separate account is treated as a defined contribution plan. Treas.

Reg. § 1.415(b)-1(b)(2)(v).

7. Amounts Attributable to Transfers between Qualified Plans

Under the Final Regulations, the treatment of transferred benefits for purposes of the
415(b) limits depends upon the types of plans involved and whether there is any relationship
between them. Where the transfer is from one defined benefit plan to another defined benefit
plan, the receiving plan must include the transferred benefits for purposes of applying the 415(b)
limitations. Treas. Reg. § 1.415(b)-1(b)(3)(i)(C).

Where the transfer occurs between two plans which must be aggregated, the transferred
benefits must be included by the receiving plan for 415(b) testing purposes. Where the fransfer
occurs between two plans which are not aggregated, the transferor plan is required to include the
transferred benefits by treating the benefits as if provided as an annuity from a separate plan
which must be aggregated with the transferor plan. Treas. Reg. § 1.415(b)-1(b)(3)(1H A}, (B).

8. Plan-to-Plan Transfers from a 457(b) or 403(b) Plan

Amounts accepted in a plan to plan transfer from a 457(b) or 403(b) plan should be
treated in the same manner as a rollover, as discussed above.

9, Restoration of Contributions

Code Section 415(k)(3) provides that any repayment of contributions (including interest)
will not be taken into account for Code Section 415 purposes if the repayment s to a
governmental plan with respect to an amount previously refunded on a forfeiture of service credit
under that plan or any other governmental plan maintained by the state or any local
governmental employer within the same state. Thus, so long as the amount repaid does not
exceed the amount refunded. plus interest, Code Section 415 should not apply. However, the
Final Regulations do provide that the restored benefit is to be treated for testing purposes as the
original benefit would have been treated.

B. AGE-BASED ADJUSTMENT TO LIMITS

1. Benefits Before Age 62

When the benefit begins before the participant reaches age 62, the Dollar Limit benefit
limit generally must be actuanially adjusted so that the limit (as reduced) equals an annual benefit
that is pavable when the retirement benefit begins, and which is the equivalent of the Dollar
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Limit beginning at age 62. Code Section 415(b)(2)(C). The actuarial adjustments must be made
in accordance with Code Section 415(b)2HE). Treas. Reg. § 1.415(b)-1(d). Pre-EGTRRA,
Code Section 415(b)}(2)(F) limited the actuarial reduction for governmental plans to a $75,000
benefit payable at age 55 or, if the benefit began before age 55, the actuarial equivalent of a
$75,000 benefit beginning at age 55.

a. Exception for Public Safety and Military

However, no age-based actuarial reduction is required for benefits beginning prior to age
62 for qualified participants. A qualified participant is defined as a participant:

(i) in a defined benefit plan which is maintained by a State, Indian tribal
government (as defined in section 7701(a){(40}), or any political subdivision of a
state or Indian tribal government,

(i1) with respect to whom the period of service taken into account in determining
the amount of the benefit under such defined benefit plan includes at least 15
years of service of the participant —

(1) as a full-time employee of any police department or fire department
which is organized and operated by the State, Indian tribal government, or
political subdivision maintaining such defined benefit plan to provide
police protection, firefighting services, or emergency medical services for
any area within the jurisdiction of such State, Indian tribal government, or
political subdivision, or

(Il} as a member of the Armed Forces of the United States.

Treas. Reg. § 1.415(b)-1{d}(3). Historically, there has been some concern over the interpretation
of the statutory provision. For example, it was not entirely clear whether the qualified
participant had to be a sworn officer of a police department or whether any employee of a police
department would be covered by this provision. However, the Final Regulations offer some
clarification, making it clear that the application of the rule depends on whether the employer is a
police department or fire department of the state or political subdivision, rather than on the job
classification of the individual participant.

This exception is very beneficial to public safety officers and to other employees of police and
fire departments, including non-public safety personnel. However. this definition does not cover
all public safety employees. The examples in the Final Regulations make it clear that an
employee of a police division of an agency may be a qualified participant, but that an ambulance
driver who works for an emergency medical services agency rather than a police or fire
department cannot. While the name of the agency i1s not important, it is necessary that the
employer (or at least the appropriate division of the employer) function as a police or fire
department. Also, it is helpful to note that the examples in the Final Regulations do make it clear
that the 15 years can be satisfied with a combination of police/fire service and military service.
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b. Exception for Disability and Death Benefits

In addition, the actuarial reduction for benefits beginning before age 62 does not apply to
disability benefits or survivor benefits payable in the event of the disability or death of the
member provided under a governmental plan. Code Section 415(b)(2)(1). The benefit must be
paid "on account of the participant's becoming disabled by reason of personal injuries or
sickness, or as a result of the death of the participant.” Treas. Reg. § 1.415(b)-1(d)(4). This
provision will mitigate the IRS position that post-retirement disability benefits must be tested
under 415(b).

c. Exception for Permissive Service Credit Procedures

A purchase of permissive service credit may be tested under Code Section 415(b) without
regard to the reduction for early retirement.

2. Benefits After Aoe 65

For all members, if the retirement benefit under the plan begins after age 65 and is
actuarially increased due to the delayed starting date, the Dollar Limit is increased so that it is the
actuarial equivalent of an annual benefit beginning at age 65. Code Section 415(b){(2}(D). The
actuarial assumptions used to make this conversion are set forth in Code Section 415(b)(2)(E).
However, under the Final Regulations, this adjustment in the Dollar Limit is only available
where the benefit is also increased post age 63

E. ADDITIONAL SPECIAL RULES

Code Section 415(b) has a number of additional special rules that may impact
governmental employers.

1. Small Benefits

Code Section 415(b)(4) provides that defined benefit limits will not be applied to reduce
a participant's benefits when total annual distributions are $10.000 or less. However, this
limitation only applies "if the employer has not at any time maintained a defined contribution
plan in which the employee has participated." Code Section 415(b)}(4)B); Treas. Reg. §
1.415(b)-1(f). The $10,000 test is measured against actual distributions — not the actuarial
equivalent of a straight life annuity.

2. Less than 10 Years of Participation

When an employee has less than ten years of participation in a defined benefit plan, the
basic Code Section 415(b) Dollar Limit (or the minimum $10,000 exemption from testing) is
reduced by 10% for each year less than ten in which the employee participated in the defined
benefit plan for other than death and disability benefits (but not below 1/10"™ of the Dollar Limit).
Code Section 415(b}5) and Treas. Reg. § 1.415(b)-1(g).
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F. OPTIONAL FORMS OF BENEFITS — BENEFITS OTHER THAN A STRAIGHT LIFE ANNUITY

Benefits in a form other than a straight life annuity must be actuarially adjusted to a
straight hife annuity beginning at the same age in accordance with the otherwise applicable rules.
For example, annuity benefit forms including a post-retirement death benefit or an annuity
providing for a guaranteed number of payments must be adjusted for purposes of applying the
Code Section 415(b) limit. See Treas. Reg. § 1.415(b)-1(c).

1. 417(e)3) Benefits and Non-417{e)(3) Benefits

Code Section 415(b}{2)E)1) provides that "for purposes of adjusting any limit under
subparagraph (C) [adjustment to dollar limit before age 62] and ... for purposes of adjusting any
benefit under subparagraph (B) [adjustment for other forms of benefits], the interest rate
assumption shall not be less than the greater of 5% or the rate specified in the plan.” With
respect to adjusting a different form of benefit (under Code Section 415(b}2)(B)), different
interest rate assumptions are used in the case of a form of benefit subject to Code Section
417(e)3). Code Section 415(b)(2)(E)(ii). However, prior to the Final Regulations, because a
governmental plan is not subject to Code Section 417(e)(3), these different interest rate
assumptions were not considered to be applicable to governmental plans. Rev. Rul. 98-1,
Q&A-3, concluded that plans that are not subject to Code Section 417(e)(3), such as
governmental plans, were not subject to the interest rate requirement under Section
415(b)(2)(E)(i).

However, with the Final Regulations this position has been changed for governmental
plans on and after the effective date. The Explanation of Provisions to the Final Regulations
states that because Code Section 415(b){2)(E) applies based on the form of the benefit rather
than the status of the plan, the rules set forth in Treasury Regulations § 1.415(b)-1(b)(¢) that
dictate the manner of adjusting forms of benefit to which 415(¢)(3) does or does not apply must
be used regardless of whether Code Section 417(e)(3) otherwise applies to the plan. Thus, a
governmental plan must follow these rules, presumably as if 417(e)(3) applied.

Code Section 417(e)(3) generally applies to full and partial lump sum distributions and
period certain annuities. In a governmental plan. this may include DROP distributions and level
income options which do not qualify as Social Security options. Treasury Regulation § 1.415(b)-
1{e)(2) provides that if 417(e)(3) does apply to the form of benefit, then the actuarially
equivalent straight life benefit 1s the greatest of:

. The annual amount of a straight life annuity beginning on the same date as the
form of benefit actually being paid and which has the same actuarial present value
as the benefit being paid, computed using the interest rate and mortality table (or
tabular factor) specified by the plan;

* The annual amount of a straight life annuity beginning on the same date as the
form of benefit actually being paid and which has the same actuarial present value
as the benefit being paid, computed using a 5.5% interest rate and the appropriate
mortality table from Treasury Regulation § 1.417(¢)-1(d)(2) for that starting date;
or
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¢ The annual amount of a straight life annuity beginning on the same date as the
form of benefit actually being paid and which has the same actuarial present value
as the benefit being paid, computed using the interest rate specified in Treasury
Regulation § 1.417(e)-1(d}3) and the appropriate mortality table from Treasury
Regulation § 1.417(e)-1{d}2), divided by 1.05.

Code Section 417(e)(3) does not apply to straight-life annuities or qualified joint and
survivor annuities. If 417(e)(3) does not apply to the form of benefit, then the actuarially
equivalent straight life benefit is the greater of:

. The annual amount of the straight life annuity payable under the plan, if any,
starting on the same date as the form of benefit actually being paid; or

® The annual amount of a straight life annuity beginning on the same date as the
form of benefit actually being paid and which has the same actuarial present value
as the benefit being paid, computed using a 5% interest rate and the appropriate
mortality table from Treasury Regulation § 1.417(e)~1(d)(2) for that starting date.

2. OJSA Benefits

No adjustment is required for the actuarial value of a qualified joint and survivor annuity
("QISA™) (a 50%-100% joint and survivor annuity with the spouse as designated beneficiary)
that 1s fully or partially subsidized. See Treas. Reg. § 1.415(b)-T(c)4).

G. COST-OF-LIVING ABJUSTMENT OF CODE SECTION 415(b) LIMITS

Automatic benefit increases (e.g.. cost of living adjustments) to a member's benefits are
permitted under Code Section 415(d). However, unless the cost of living adjustment meets the
requirements of Treasury Regulation § 1.415(b)-1(c}(5), the value of the future cost of living
adjustments must be included in converting the value of the total benefit to a single life annuity.
That is, the value of all future cost of living increases must be annuitized over the recipient's life
expectancy for 415(b) purposes. This method is more likely to result in violations of the limit
than the method provided for COLAs which meet the requirements of Treasury Regulation
§ 1.415(b)-1(c}5). That method essentially permits annual testing of the benefit, as increased by
the COLA that year, against the 415(b) limit, as increased by 415(d) for that year.

Cost of living adjustments to which no adjustment is required for purposes of 415(b)
testing are described as automatic, periodic adjustments applied in the following situations:

e A benefit paid in a form to which 417(e}3) does not apply (that is, an annuity
form of benefit is covered by these new rules);

& A benefit that satisfies 415(b) without regard to the COLA; and
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8 The plan provides that the benefit payable in any year will not exceed the 415(b)

limit applicable at the annuity starting date, as increased annually pursuant to
Code Section 415(d).

If the cost of living (or other post-retirement adjustment) is not automatic but rather is ad hoc,
then the above is not available and benefits must be retested. Under the Final Regulations,
automatic, periodic increases include annual increases according to a "specified percentage or
objective index" or automatic increases to "share favorable investment returns on plan assets.”
Treas. Reg. § 1.415(b)-1(c)(5)(ii).

For purposes of the 415 VCP filing, SDCERS has agreed that for retrospective testing, all
fixed COLAs will be considered as part of the annual benefit for 415 testing purposes, included
in the conversion to a single life annuity, and tested against the full 415(b) limit in accordance
with Cheiron testing protocols. See Exhibit A (revised). Prospectively, SDCERS will test the
annual benefit and COLA against the 415(b) limit for that year as permitted by the Final
Regulations. See Exhibit B; see SDMC §24.1004 (amendment pending).

H. CONSIDERATION OF AN ALTERNATE PAYEE'S BENEFITS FOR TESTING PURPOSES

Benefits payable to an alternate payee under a qualified domestic relations order are
treated as part of the member's benefit for purposes of applying the benefit limits under Code
Section 415. IRS Notice 87-21, Q&A-20; see also Announcement 95-99, Q&A-17.

I. TESTING OF THE SURVIVOR PORTION OF A BENEFIT

The rules which apply to a member’s benefit also apply to a survivor's benefit. Under
Code Section 415(b)(1), the annual benefit may not exceed the applicable dollar limit (§170.000
for 2005). The Code defines "annual benefit" as "a benefit payable annually in_the form of a
straight life annuity (with no ancillary benefits) under a plan to which employees do not
contribute and under which no rollover contributions ... are made." Code Section 415(b)(2)}{A)
{emphasis added). If a benefit under the plan is payable in any form other than this form,

 the determinations as to whether the [415(b)] limitation ... has been satisfied
shall be made, in accordance with regulations prescribed by the Secretary, by
adjusting such benefit so that it is the equivalent to the benefit described in
subparagraph (A). For purposes of this subparagraph, any ancillary benefit
which is not directly related to retirement income benefits shall not be taken into
account; and that portion of any joint and survivor annuity which constitutes a
qualified joint and survivor annuity {as defined in section 417) shall not be taken
into account.

Code Section 415(b}2)(B).

Thus, the benefit that is subject to testing is a straight life annuity, and any other benefit
under a plan which is payable in a form other than a straight life annuity (other than a qualified
joint and survivor annuity) must be converted to a straight life annuity in order to pass 415(b)
testing. In essence, even if a benefit actually being paid 1s not a straight life anpuity, it still
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should have been converted to a straight life annuity and tested under Code Section 415(b}.
Thus, upon the death of the retiree, there would be no need for a "conversion” of the survivor's
benefit or a change to the existing 415(b) limit as applied to the retiree's benefit. Rather, upon
the death of a retiree, the survivor's benefit continues to be tested against the retiree's benefit
limit. (This would also be true of a qualified joint and survivor annuity, even though it is not
converted to a straight life annuity for testing purposes, because such benefit is exempted from
the conversion requirement.)

J. AGGREGATION OF TOTAL SDCERS BENEFRITS FOR TESTING PURPOSES

Under a multiple employer plan, two (2) or more employers that are not part of a related
group participate in the same plan. In applying the Code Section 415 limits to such multiple
employer plans, Treas. Reg. § 1.415(a)-1(e) provides that for a participant in a multiple employer
plan, benefits or contributions under the plan attributable to such participant from all of the
employers maintaining the plan and compensation from all the participating emplovers must be
taken into account. Generally, if the employers had maintained separate plans this rule would
not apply, and the Code Section 415 limits would be separately determined for each employer
because they are not part of a related group.

Iv.
APPLICATION OF CODE SECTION 415(b) TO SDCERS
AND RECOMMENDATIONS

The purpose of this Section of this Compliance Strategy Report is to relate the
requirements of Code Section 415(b) as outlined in the previous Section to SDCERS.

A. PLAN DOCUMENT PROVISIONS

SDMC § 24.1004(h) (per pending amendment) provides that employee contributions to,
and benefits from, SDCERS must comply with the Code Section 415 limitations on contributions
and benefits. The provision further confirms the fiscal year as the testing year retrospectively,
and the calendar year as the limitation year beginning on January 1, 2008. SDMC § 24.1004(h)
permits SDCERS to modify contributions as necessary to ensure compliance with Code Section
415.

B. OPERATIONAL COMPLIANCE

1. Definition of the Annual Benefit for 415(b) Testing

Under Code Section 415(b), the benefit that is subject to testing is the benefit payable
annually in the form of a straight life annmuty ("SLA") with no ancillary benefits to which
employees do not contribute and no rollover contributions are made. Code Section 415(b}2)(A).

a.  Straight Life Annuity

The benefit that will be tested is the SLA plus the value of the DROP benefit (if
applicable) on a straight life basis.
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For purposes of calculating the SLA, the value of any subsidy provided as part of a
qualified joint and survivor annuity was included only when the beneficiary was other than a
qualified spouse. We understand that using the SDCERS "maximum benefit" would generally
accomplish this purpose.

b. Post-Retirement Increases

SDCERS members receive two post-retirement adjustments: a fixed COLA and a 13"

Check. Certain groups receive additional adjustments: a Supplemental COLA and benefit

increases under the Corbett settlement. The protocols in Exhibit A treat the fixed COLA as part

of the annual benefit for retrospective testing purposes. The protocols i Exhibit B allow

benefits to increase as 415(b) limits increase. With respect to the Supplemental COLA, 137

Check and Corbett Settlement, these benefits will also be treated as part of the annual benefit for

both prospective and retrospective testing. However, the value of the post-retirement $2000
death benefit is not included for 415(b) testing. Treas. Reg. § 1.415-3(a)(2)(iXB).

»  Fixed COLA

As indicated in Exhibit A, retrospectively, the 415(b) limit is adjusted for age and the
Fixed COLA in order to identify the initial group which requires further testing. From there, the
Fixed COLA will be included with the benefit for purposes of testing those who fail the initial
screen.  Prospectively, SDCERS will test the benefit and Fixed COLA annually against the
415(bh) limit as adjusted by Code Section 415(d), in accordance with the Final Regulations.

+ 13" Check

In our various meetings, the guestion has arisen how to treat the 13" Check for testing
purposes because under the Municipal Code, the 13" Check is treated as a contingent benefit. In
order to respond to the question, we considered the history of the 13® Check. From 1/1/95 to
now, in all but two years the 13" check was paid in full. In 2003 no 13" Check was paid and in
another year over 99% of the 13" Check was paid. Based upon this history, it was decided that
for 415(b) testing purposes, the 13™ Check will be treated as an additional annual benefit. (Note:
This is consistent with the treatment described in the Rollover Compliance Report and VCP

Filing.)
v Supplemental COLA

For 415(b} testing purposes, the supplemental COLA is already treated as part of the
annual benefit. This benefit is referred to in the testing chart as the "Star COLA."

= Corbett Settlement Amounts

For purposes of 415(b) testing, the Corbett settlement amount will be treated as part of
the annual benefit.

The Corbett-covered group is a closed group.
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«  Andrecht Settiement Amounts

The Andrecht Settlement amounts were included in the calculation of the annual benefit
provided by SDCERS. Therefore, no additional adjustment is required for this settlement (in
contrast to the Corbett Settlement, which is a post-retirement adjustment).

¢. Factors used in Calculating Actuarial Equivalents

Where necessary to calculate actuarial equivalents, the applicable mortality assumptions
of GAM 83 through December 31, 2002, and thereafter GAR 94, pursuant to Rev. Rul. 2001-62,
2001-2 C.B. 632, were used. An ecight percent (8%) interest assumption was used pursuant to
SDMC § 24.0902 and Proposed Board Rule 8.41. However, a 5% interest rate was applied to
post-retirement adjustments to the maximum dollar limit where benefits begin after the member
reaches age 065.

Upon implementation of the Final Regulations, the mortality and interest assumptions for
417(e)(3) and non-417(e)(3) benefits set forth above in IILF.1. will be used.

d. Exclusion of Recipients of Ancillary Benefits

1t has been determined that individuals who are receiving benefit payments that are not
retirement benefits will be excluded from testing. Therefore, SDCERS will not test pre-
retirement disability benefits (to the extent not in excess of the qualified disability benefit) or
pre-retirement death benefits.

For the pre-retirement disability benefits, SDCERS will still have to apply the 100% of
compensation screen. In addition, for the combined pre-retirement disability benefit and the pre-
retirement death benefit, SDCERS will apply an incidental benefit test, the 25% of cost test.
This will be in addition to, and separate from, the 415 hmuts.

2. TAMRA Election

SDMC § 24.1010(b} (prior to pending amendment) purports to make the TAMRA
election for SDCERS benefits. However, the pending amendment to SDMC § 24.1004 would
remove the language referencing the TAMRA election, as it is not clear that the requirements of
the election were satisfied.

3. Ave Adjustments Made in 415(b) Testing

a. Benefits After Age 65

For all members whose retirement benefit begins after age 65, the Dollar Limit was
appropriately adjusted, as described in Exhibit A with respect to refrospective testing and Exhibit
B with respect to prospective testing.
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b. Benefits Before Age 62 — Other thar Qualified Participants

For all members other than Qualified Participants whose retirement benefit begins before
age 62, the Dollar Limit was appropriately adjusted, as described in Exhibit A with respect to
retrospective testing and Exhibit B with respect to prospective testing.

¢. Definition of Qualified Participants

As discussed above, the reduction in the dollar limitation for benefits which begin before
age 62 does not apply to Qualified Participants. It is important to keep in mind that the group of
public safety employees who may take advantage of this exception is not necessarily consistent
with SDCERS' public safety member classification. For example, since EMTs were moved into
the fire department several years ago, they could be included as a Qualified Participant (if they
meet the service requirements}). However, lifeguards were moved into the fire department fewer
than 15 years ago; therefore, they do not clearly fall within the exception.

We note that the Final Regulations provide further guidance as to the public safety
employees who may take advantage of the exception. Following is a suggested checklist for
identifying Qualified Participants:

¢ Is the member credited in SDCERS with at least 15 years of service as an
employee of any police department or fire department of the employer? If no,
then apply pre-age 62 screen. If yes, proceed to next question. Note: The 15
years must be with an SDCERS employer, not via reciprocity.'

o  Was the member a full-time employee of any police department or the fire
department for all of those 15 years of service? [f no, then apply pre-age 62
screen. If yes, do not apply pre-age 62 reduction. Count a person as a full-time
employee of the department even if they are not a public safety officer. For
example, if a person was a secretary in the fire department, they are a Qualified
Participant. Service with the departments should be counted, including all periods
of service, e.g., count such service that occurred before termination and
reemployment. For example, if a member worked on probation for his first six
months and then purchased that time, it should be included. A second example is
a person who worked for one of the departments for three years, then left and took
a refund. He then returned to the department and purchased those three years.
They should be included.

SDCERS staff has asked whether this exception for public safety officers requires that all
fifteen (15) years of service be with the same department, or whether the service might be spread
among two or more departments. In addition, SDCERS staff has asked whether police and
military service can be combined to meet the 15-year requirement. The language of the Code is
ambiguous on this point. However, an example in the Final Regulations makes 1t clear that a
combination of police department and military service can be used to satisfy the 15 year

' Hthe City plan, the Airport plan, and the Port plan are considered as separate plans, the Proposed Regulations may not permit

combining service.
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requirement. Given this, we think it is reasonable to take the position that any combination of
police department and/or fire department service (that otherwise qualifies) may also be used to
meet the 15 year requirement. We therefore are comfortable with the testing being done using
the combination of all San Diego police and fire department service and military service.

Park Rangers, who are not in the police department, but who exercise police powers in
the City parks will not be treated as qualified participants, as agreed during the VCP process.

d. Exclusion of Pre-Age 62 Reduction for Disability or Death Benefits

The pre-age 62 reduction would not be applied to a SDCERS disability benefit or to a
death benefit.

4, 10-Year Adjustment

SDCERS must identify those retirees who have fewer than ten (10) years of service with
SDCERS, exclusive of reciprocity and exclusive of service purchases. Those retirees would
have a reduced 415(b) test amount — for example, if the retiree only had five (5) years of service
with SDCERS (exclusive of reciprocity and service purchases), the retiree's age-adjusted limit
would be 50% of the age—adjusted limit. The limit can never be lower than 10% of the otherwise
applicable limit. We realize this could create failures because of several design elements (i.g.,
the Port and Airport Plans have a five year vesting schedule, reciprocity provisions that allow for
crediting service in other plans, a pre-1992 group who had less than 10 years of service but were
vested as a mandatory retirement age group, and the SPSP "5+5" group). These adjustments are
described in Exhibit A with respect to retrospective testing and Exhibit B with respect to
prospective testing.

C. AMOUNTS EXCLUDED FROM TESTING

Following 1s a discussion of the elements that have been considered for exclusion in the
screening and festing process.

i. After-Tax Emplovee Contributions

For 415(b) testing purposes, the portion of the annual benefit that is attributable to after-
tax employee contributions may be "subtracted” from the annual benefit. In order to perform this
calculation, SDCERS would have to be able to identify mandatory employee contributions that
were made prior to the adoption of the pick-up and any voluntary post-tax contributions
(including after-tax contributions for service purchases). However, based upon the changes
made by the PPA with regard to service purchases and the difficulty in performing 415(c)
testing, we ultimately recommend that in the testing protocol the benefit attributable to after-tax
employee contributions not be excluded from 415(b) testing, which would be consistent with
Code Section 415(n) testing.
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a. Mandatory Employee Contributions

SDCERS implemented a pick-up of mandatory contributions in 1987 for all
contributions made by the employer. Prior to that time mandatory employvee contributions were
made on an after-tax basis; therefore, under the IRS regulations the benefit attributable to those
mandatory contributions would be excludible from 415(b) testing. However, if those mandatory
contributions exceed the 415(c) limits, the benefit attributable to the excess contribution would
not be excludible. These pre-87 contributions will only be "backed out" from the 415(b) testing
in cases where a failure has been identified in the testing group under the prospective
methodology. The initial screen will leave them in.

b. Voluntary USERRA Contributions

It is our understanding that USERRA confributions are subtracted from any differential
pay for the member. However, if the member did not receive differential pay, the member would
be given the opportunity to pay those contributions on an after-tax basis. Therefore, SDCERS
would be permitted to exclude the benefit attributable to the post-tax USERRA contributions
from 415(b) testing, if the post-tax USERRA contributions would not have exceeded the 415(c)
limits in the vear of service.

¢. DROP Contributions

SDMC § 24.1404(c)(4) provides that DROP contributions are made pursuant to a 414(h)
pick-up. Therefore, the benefit attributable to these contributions would be included in 415(b)
testing.

d. Voluntary Contributions for Permissive Service Credit Purchases;
Missed Contributions

As noted above, the amount contributed for permissive service credit may either be tested
under a modified 415(c) or 415(b) test. SDCERS will use the modified 415(b) test.

When SDCERS has determined that contributions have not been remitted for a period of
service, the member 1s "billed” for these contributions as a pre-condition for receiving credit for
that period of service. If those missed contributions are paid by the member with after-tax
dollars, those contributions would be tested under Code Section 415(n) using the modified
415(b) test.

As a result of the PPA, all SDCERS service purchases would be considered to be
permissive service credit purchases. As a result, those service purchases will be tested under the
modified 415(b) testing of Code Section 415(n}.

e. Proposed Correction Approach

The proposed correction approach for retrospective testing does follow 415(b) testing
with respect to after-tax contributions made for permissive service purchases under Code Section

* This date was provided by staff on 12/7/2005.
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415(n). See Exhibit A. The expanded testing of the pre-1995 Group will consider mandatory
after-tax employee contributions (pre-pick-up).

Starting with January 1, 2007, and on a prospective basis, 415(n) testing will be applied
for all permissive service purchases.

We also recommend, as a going-forward matter, that SDCERS keep a record of the type
of service purchased and the source of the purchase. This will be done by reprogramming
PensionGold (the SDCERS operating system).

PensionGold currently has ficlds with drop down selections that are used to identify the
sources of money received for the payment of Purchase Service Contracts:

Payment Type Choices:

401k Transfer
Balance Adjustment
Cashless Transfer®
Lump Sum Payment
Manual

Rollover

SPSP Transfer
Transmittal

If the Rollover option is seiected as the Payment Type, the “Rollover information”
section is enabled. This section has a “Type™ field with the folowing selection options:

401 (k)

403(b)

457

Individual Retirement Account
Other Qualified Plan

Other fields in the Rollover information section include:

Acct, Name
Acct. Number
Acct. Holder

Each Payment received is identified in the system as "Pre or Post tax," as well as tied
directly to a specific contract which identifies the service purchase type.

To provide for accurate prospective 415(n) testing, we recommend that an additional
pavment type be identified as 457(b) or 403(b) direct transfer to identify those situation where
permissive service credit is being purchased. We also recommend that the specific type of

> This type of transfer is addressed in a separate VCP filing and Report.
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service being purchased be identified so that it can be determined that an appropriate source of
funding was used.

2, Rollovers

The amount of the annual benefit that is attributable to rollovers may be excluded from
415(b) testing. As noted above, the benefit attributable to a rollover must be calculated in a
manner permitted by the IRS. The properly calculated benefit attributable to the rollover could
be "subtracted" from the annual benefit for testing purposes. Appropriate conversion factors for
rollover purchases will be utilized.

3. Transfers from a Qualified Plan

With regard to transfers from a qualified defined contribution plan, the amount
attributable to the transfer would be excludible from 415(b) testing using IRS prescribed factors.
However, if there is a transfer from another defined benefit plan where aggregation is required
(because, for example, the plans are maintained by the same employer or related employers),
then the total benefit would be tested under 415(b). If the transfer is not from a defined benefit
plan where aggregation is required, then the benefit attributable to the transferred amount is
treated as if provided as an annuity from a separate plan which must be aggregated with the
transferor plan.

4. Transfers from a 403(b} or 457(b) Plan

Amounts received in a transfer from a 457(b) or 403(b) plan are treated in the same
manner as a rollover, as discussed above.

5, Purchase of Service Chart

The following chart identifics the various purchases that may be made under the
Municipal Code' and our assessment of whether they would appropriately be categorized as
permissive service credit — qualified or non-qualified — and the types of contributions that could
be used for the purchase. For the category "permissive service,” we are assuming that SDCERS
assures that there is no double-counting of service and only one year of credit may be received
for any 12 month period. For the category "sources" we are referring to whether all types of
employee contributions can be made for the purchase — after-tax contributions under 415(n),
rollovers, plan-to-plan transfers from a DC qualified plan, and plan-to-plan transfers from a
457(b) or 403(b) plan.

Permissive Qualified or Treatment for 415(b)
SDMC § /Type Service Nongualified Sources Purposes
Missed Contributions | Yes Qualified All Back out benefit
attributable to rollovers,
DC and 457()/403(b)
transfers, based on IRS

* Board Rules 1¢,00-10,40 describe Board policy with respect to the purchases thar are set forth in the Municipal Code.
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SDMC § /Type

Permissive
Service

Qualified or
Nonqualified

Seurces

Treatment for 415(b)
Purposes

factors; use modified
415(b) testing under
415(n).

24.1301 -~ LTD

Yes

Qualified

All

Back out benefit
attributable to rollovers,
DC and 457(b)/403(b)
transfers, based on IRS
factors; use modified
415(b) testing under
415(n).

241302 —~ Probation.

Employee
contributions only

Yes

Qualified

All

Back out benefit
attributable to rollovers,
DC and 457(by403(b)
transfers, based on IRS
factors; use modified
415(b) testing under
415(n).

24,1303 - City
Service

Yes

Qualified

All

Back out benefit
attributable to rollovers,
DC and 457(b)/403(h)
transfers, based on IRS
factors; use modified
415(b} testing under
415(n).

24.1303 - 1981 Plan
— waiting period

Yes

Qualified

All

Back out benefit
aftributable to rollovers,
DC and 457(b)/403(b)
fransfers, based on IRS
factors; use modified
415(h) testing under
415{n).

24,1304 — Part-time,
hourly pre 1/2/97

Yes (no double
counting)

Qualified

All

Back out benetit
attributable to rollovers,
DC and 457(b)/403(b)
transfers, based on IRS
factors: use modified
415(b} testing under
415(n).

24.1305 ~
Reinstatement — pre
172797

Yes (no double
counting)

415(k) Service

Qualified

All

Back out benefit
attributable to rollovers,
DC and 457(by403(b)
transfers, based on IRS
factors; use modified
415(b) testing under

1/1623403.19
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Permissive Quatified or Treatment for 415(h)
SDMC § /Type Service Nongqualitied Sources Purposes

415(n).

24.1306 — Repayment | Yes Qualified All Back out benefit

of refunds — 415(k) Service attributable to roliovers,

contributions plus DC and 457(b)/403(b)

interest transfers, based on IRS
factors; use modified
415(b) testing under
415(n).

24.1307(a) — Yes Qualified All Back out benefit

Approved leave (one attributable to rollovers,

year) by payment of DC and 457(b)/403(b)

"employee cost" for transfers, based on IRS

leaves that begin factors; use modified

before 2/1/97 415(b) testing under
415(n).

24.1307(b) ~ Yes Qualified All Back out benefit

Approved leave attributable to rollovers,

{more than one year) DC and 457(b)/403(b)

by payment of transfers, based on IRS

employee and factors; use modified

employer cost for 415(b) testing under

leaves that begin 415(n}.

before 2/1/97.

24.1307(c) — After Yes Qualified All Back out benefit

1/1/97, LTD, FMLA, atirtbutabie to rollovers,

leaves without pay. DC and 457(b)/403({b)
transfers, based on IRS
factors; use modified
415(b) testing under
415(n).

24.1308 - Field of - Yes Qualified All Back out benefit

Membership attributable to rollovers,
DC and 457(b)/403(b)
transfers. based on IRS
factors; use modified
415(b) testing under
415(n).

24,1309 — Military Yes Qualified Al Back out benefit

Service: USERRA attributable to roliovers,

service {(Per DC and 457(b)/403(b)

SDCERS, this only transfers, based on IRS

covers USERR A factors: use modified

service.) 415(b} testing under
415(n}). Nete: Flecting
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Permissive Qualified or Treatment for 415(b)
SDMC § /Type Service Nonqualified Sources Purposes

this for convenience could
be treated separately from
all other service.

24,1312 — 5 year Yes Nongualified All Back out benefit
purchase — No period attributable to rollovers,
of service identified DC and 457(b)/403(b)

transfers, based on IRS
factors; use modified
415(b) testing under
415(n).

0. 401(k:) Amounts

Payments made from the 401(h) account do not count toward the Code Section 415(b)
limit. Treas. Reg. § 1.415-3(d)(2)(ii). However, Code Section 415(1) provides that contributions
allocated in an "individual medical account” shall be treated as an annual addition to a defined
contribution plan, but are only subject to the 415(c) dollar limit (not the compensation limit).

However, it is our understanding there are currently no SDCERS reserves left to pay this
401(h) benefit. Furthermore, the pending amendments to SDMC § 24.1203 will eliminate the
401(h} account entirely. Consequently, retiree medical is either paid from other sources or not
paid at all.

7. Ageregation of Pavments to Alternate Pavees

For purposes of 415(b) testing, SDCERS must aggregate payments to the member with
any payments 1o alternate payees under the community property laws, including payments made
pursuant to child support and spousal support orders. PensionGold was modified as of
January 1, 2003, so that all payments made with respect to a member are "associated" with the
member. In addition to payments to alternate payees, the "association” aiso includes deductions
from the member's benefit such as an IRS levy. In order to have accurate 415(b) testing both
prospectively and retrospectively, all "disassociated" payments must be associated with the
appropriate SDCERS member. That "association” was done only with respect to the "initial
failure” group. (Please note that the initial group screen did include a 20% load for other than
member payments.) Therefore, the total population has not been "associated." The initial
failures were "associated." Prospectively, SDCERS must "associate" all members when tested.

D. CLASSIFICATION OF EMPLOYER CONTRIBUTIONS

SDCERS staff has indicated that the SDCERS system does not track employer
contributions as to what portion represents an offset contribution and what portion represents a
pick-up (as Code Section 414(h)(2) defines the term) contribution. The result is that the benefit
attributable to any employer contribution (regular, offset, and pick-up) will be subject to 415(b)
testing. This is the appropriate result under Code Section 415(b).
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In order to enhance future compliance efforts, we strongly recommend that SDCERS and
the plan sponsors use the term pick-up in the manner provided for in Code Section 414(h)(2).

E. QUALIFIED EXCESS BENEFIT ARRANGEMENT (""QEBA™)

Ordinance No. 0-18390, adopted on March 19, 2001, authorizes the establishment of a
qualified governmental excess benefit arrangement (known as the Preservation of Benefit Plan)
by SDCERS to pay benefits in excess of the Code Section 415 limitations. SDMC §§ 24.1601
to 24.1608 provide basic provisions regarding the establishment of a QEBA. SDCERS has
established the QEBA through a separate plan/trust document containing detailed provisions
regarding the plan. (Separate documents have been drafted for each plan sponsor.) This is
covered in a separate report, and has been submitted to the IRS in a PLR request.

F. CONCLUSIONS REGARDING RETROSPECTIVE 415(b) TESTING

1. Definition of Tested Group ~ Post-1994 Group

In its original VCP, SDCERS, working with Ice Miller and Cheiron, developed a protocol
for determining whether there have been 415(b) violations 1n prior years with respect to the
group that retired on and after 1/1/95. This protocol began by identifying the entire population
of 6652 retirees. That total was initially reduced by disabilitants who were not receiving a
service retirement. After removal of records reflecting deceased or suspended participants, this
remaining group consisted was then tested under 415(b). See Exhibit A for the assumptions that
were used in testing this group. This date (1/1/95) was selected for the following reasons:

From a Benefit Standpoimnt

1. The DROP benefit is one of the potential "causes" of 415(b) failures. The
DROP benefit was initiated after January 1, 1995 (April 1997). Therefore,
all DROP recipients are being tested under the new protocol.

2. Using the 1/1/95 date captures all of the Corbett and Andrecht settlement
amounts.
3. Service purchases are another potential cause of 415(b) failures. The

largest service purchase programs were initiated after January 1, 1995,

4. Multiplier increases are another potential cause of 415(b) failures. The
most recent multiplier increases took effect in 1997 and 2002.

From the Code Standpoint

1. The grandfather provision enacted with Code Section 415(m) applies to
benefits prior to Januvary 1. 1995,

2. The grandfather provision enacted with Code Section 415(n) applies to
any service purchase in effect on August 5, 1997.
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2. Additional Testing Group — Pre-1995 Group

As a result of discussions during the VCP process, Cheiron has now developed a testing
protocol for those SDCERS members who retired pre-1995. This i1s now reflected in Exhibit A.

3. Pavments of Excess Benefits from the Preservation of Benefit Plan

After completion of the testing described in Exhibit A or B, the excess benefits of the
affected individuals will be paid by the plan sponsors pursuant to San Diego Municipal
Ordinance O-18930, March 19, 2001 (the "Ordinance"), which establishes the Preservation of
Benefit Plan ("POB Plan") as a gualified governmental excess benefit arrangement within the
meaning of Code Section 415(m).

SDCERS is pursuing a private letter ruling in order for the IRS to approve the POB Plan
as a qualified excess benefit arrangement under Code Section 415(m) and to approve a rabbi
trust for the POB Plan under Rev. Proc. 92-64, 1992-33 [LR.B. 11. In the interim, SDCERS has
determined that it will seek direct payment from the plan sponsors of the excess benefits.

Once the POB is in place, SDCERS staff will use a "meodified cliff approach.” Under this
approach, a retiree would be paid his/her full monthly benefit from the qualified SDCERS plan
until the "modified cliff" date is identified. The modified cliff is determined by first identifying
the amount of 415(b) excess for the year and determining how many months of benefits would
have to be paid from the POB. Then, that amount is further adjusted to make sure that the
member is receiving a portion of his’/her benefit from the qualified plan in order that deductions
from that benefit can continue.

A very simplified example demonstrates this approach: assume that a retiree is receiving
a straight life annuity and has an excess benefit that equals 1/12 of his annual benefit. That
would mean that he would receive 11 months of benefit from the qualified plan and one month
of benefits from the POB. But if the retiree has a deduction from his benefit that equals 2 of his
monthly benefit, then he would receive 2 of his monthly benefit from the qualified plan in
month 11 and month 12 (in order to have dollars available for the deductions to take effect) and
he would receive 2 of this monthly benefit from the POB in month 1 and month 12.

G. CONCLUSIONS REGARDING PROSPECTIVE TESTING

1. Definition of Tested Group

All members who retire on and after January 1, 2008, will be tested in accordance with
the 415(b) protocols being developed by Cheiron, a draft of which is set forth in Exhibit B. To
the extent information is available on pre-pick-up emplovee contributions, the after-tax
contributions will be backed out for 415(b) testing.

2. "Screens” Used in Testing

Linea will build screens based upon PensionGold (the software used by SDCERS) fields.
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3. Payments of Excess Benefits from POB Plan

Payments of excess benefits that result from prospective screening will be accomplished
as stated above.

\'S
OVERVIEW OF LAW WITH RESPECT TO
DEFINED CONTRIBUTION LIMITS

Annual additions made or deemed to be made to a defined contribution plan are subject
to the limits under Code Section 415(c). This test is applied on an annual basis and it is
applicable to those governmental defined benefit plans that provide for after-tax employee
contributions or certain purchases of service. Thus, after-tax employee contributions and after-
tax payments for purchases of service are tested under the Code Section 415(c) limits, in the
same manner as contributions to a separate defined contribution plan. Treas. Reg. §
1.415(c)-1(a)(2)(1i).

A. THE DOLLAR LEMIT ON "ANNDAL ADDITIONS"
i. Current Limits

The defined contribution limits contain both a Dollar Limit and a percentage of
compensation | imit ( "Percentage Limit"). EGTRRA increased the Dollar Limit for defined
contribution plans from $35,000 to $40,000 for plan years beginning in 2002. This $40,000
dollar limit is subject to more rapid indexing, with annual cost of living adjustments in $1,000
increments instead of the current $5,000 increments.

Under prior law, the Percentage Limit did not permit contributions to exceed 25% of
compensation. However, EGTRRA amended this limit for plan years beginning in 2002, and
permitted annual additions to defined contribution plans of up to 100% of the participant's
compensation, or $40,000 (as adjusted for inflation), whichever is less. For purposes of this
definition, "compensation” includes both elective deferrals to a 401(k) plan or 403(b) plan and
amounts contributed or deferred by the employer at the employee's election under a cafeteria
plan, qualified transportation fringe benefit plan, or a 457 deferred compensation plan.

Certain contributions are not included in the definition of "annual additions" t hat are
tested under Code Section 415(c). Mandatory employee contributions that are picked-up by an
employer, or service purchase payments paid for by pre-tax (picked up) installment payments,
simplify Code Section 415 testing because mandatory contributions or service purchase
installment payments picked up pursuant to Code Section 414(h)(2) are not required to be treated
as contributions to a separate defined contribution plan. However, the resulting benefit must be
tested under Code Section 415(b) upon separation.

Treasury Regulation § 1.415(c)-1{(b)}(3) provides that rollover contributions are not
treated as employee contributions and thus are not "annual additions.” Additional exceptions
from the 415(c) limits jnclude USERRA confributions and restoration of forfeited benefits,
which are discussed below,
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2. The Limitation Year

The limitation year for 415(c) testing purposes will be determined (see pages 2-3) in the
same fashion as for 415(b) testing purposes.

The Final Regulations for Code Section 415(c) state the following with respect to the
impact of a change in the 415(c) limits in the case of a plan that has a Limitation Year that is not
the calendar year:

The adjusted dollar limitation applicable to defined contribution plans is effective
as of January 1 of each calendar year and applies with respect to limitation vears

ending with or within that calendar year. Annual additions for a limitation vear
cannot_exceed the currently applicable dollar imitation (as in effect before the

Januarv 1 adjustment) prior to January 1. However, after a January | adjustment

is made, annual additions for the entire limitation vear are permitted to reflect the
dollar limitation as adjusted on January 1.

Treas. Rég. § 1.415(d)-1(b}{2)(ii1). Applying this regulation to the SDCERS situation, we would
come up with the following scenarios:

> If a member wished to contribute after-tax dollars during the time period July 1,
2006 through December 31, 2006, the member would be limited to a contribution
of $44,000 (assuming that his compensation in that Limitation/Fiscal Year was
equal to or greater than $44,000).

> If a member contributed an amount from $1 through $44,000 prior to January 1,
2007, the proposed regulation would permit the member to contribute the
difference between the amount contributed prior to January 1 and $45,000 on and
after January 1, 2007, through June 30, 2007. For example, if a member
contributed $44,000 prior to January 1, 2007, on and after January 1, 2007, and
through June 30, 2007, the member could contribute $1,000, under the regulation.

3. Code Section 415(k)(3): Repayment of Cash-Outs

Section 415(k}3) provides that any repayment of contributions (including interest) will
not be taken into account for Code Section 415 purposes if the repayment 1s to a governmental
plan with respect to an amount previously refunded on a forfeiture of service credit under that
plan or any other governmental plan maintained by the state or any local governmental employer
within the same state.

4, Testing of USERRA Service Purchases

Special Code Section 415 testing rules apply to the payment of contributions covered by
the Uniformed Services Employment and Reemployment Rights Act of 1994 ("USERRA").
Pursuant to Code Section 414(u}{1)}{A) and (B), payments made in the applicable USERRA
"make-up” period shall not be included in the Code Section 415(c) test for the limitation vear in
which the payment is made, and shall instead be allocated to the limitation year for which 1t
relates. This rule exists to address a situation in which make up contributions permitted by
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USERRA for multiple years, in addition to the regular on-going contributions, were all made at
once upon the return of a plan member on USERR A-approved leave. If the Code Section 415(c)
limits were applied to the sum of these contributions, then a member might exceed the applicable
limit.

In SDCERS' case, generally in "real life," the employee is being paid differential pay
while on military leave, so their regular deductions for contributions remain as is (on a pre-tax
basis). For the few employees who do not receive sufficient pay throughout the period to remain
current on contributions, they are given options on how to restore contributions (e.g., lump sum
installments). This group may need to be moved to an Exception Management process.

5. Code Section 414(v)

Code Section 414(v) provides that an "applicable employer plan" may permit an eligible
participant to make additional elective deferrals in any plan year subject to certain limits. An
"applicable employer plan"” includes a 401{a) plan, a 403(b) plan, a SEP or a SIMPLE IRA, and a
457(b) plan. An eligible participant means a participant in the plan who will attain age 50 in the
plan year and who would otherwise be "capped" out by other Code limitations. These additional
elective deferrals may not exceed the lesser of the "applicable dollar amount" (for 2006 and
thereafter this amount is $5,000) or the difference between the participant’'s compensation minus
all other elective deferrals. For purposes of applying this limit, all 401(a) plans, 403(b) plans,
SEPS and Simple IRAs of a single employer must be aggregated. Multiple 457(b) plans of a
single employer must be aggregated, but are not aggregated with the other types of employer
plans.

An additional elective deferral under Code Section 414(v) will not be subject to the
otherwise applicable limitation under Code Section 401(a)(30}, 402(h), 403(b), 408, 415(c), and
457(b) (determined without regard to 457(b)(3)).

Therefore, in determining whether an SDCERS member who makes an after-tax
employee contribution is violating the 415(c) limits, the member's 415(c) limit is determined
without regard to any additional elective deferral made under Code Section 414(v).

B. DEFINITION OF COMPENSATION
1. General Rule

Code Section 415(c)(3}(A) defines "participant's compensation” as "the compensation of
the participant from the employer for the year." Code Section 415(c)(3)(D) includes as
compensation elective deferrals under Code Section 402(g)(3) and amounts contributed by the
employer at the election of the employee which are excluded from income under Code Sections
125, 132(f)(4). or 457.

Treas. Reg. § 1.415(c)-2(b) provides the following definition of compensation:
For purposes of applying the limitations of section 415, except as otherwise

provided in this section, the term "compensation" means remuneration for
services of the following types:
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(h The employee's wages, salaries, fees for professional services, and other
amounts received (without regard to whether or not an amount is paid in cash) for
personal services actually rendered in the course of employment with the
employer maintaining the plan to the extent that the amounts are includible in
gross income {or to the extent amounts would have been received and includible
in gross income but for an election under section 125(a), 132(f)(4), 402(e)(3),

402(h)(1)(B), 402(k), or 457(b)). . . .

(3)

Amounts described in sections 104(a)(3), 105(a), and 105(h), but only to

the extent that these amounts are includible in the gross income of the employee.

(4)

Amounts paid or reimbursed by the employer for moving expenses

incurred by an employee, but only to the extent that at the time of the payment it
is reasonable to believe that these amounts are not deductible by the employee
under section 217,

(7)

L

Amounts that are includible in the gross income of an employee under the

roles of section 409A or section 457(D{1}A) or because the amounts are
constructively received by the employee.

Code Section 104(a)(1) excludes from gross income amounts received under workmen's
compensation acts as compensation for personal injuries or sickness.

2.

Safe Harbor Definitions

There are at least three safe harbor options available to a plan for purposes of definmng
compensation for Code Section 415(c):

(1)

)

(3)

1/1623403.19

Define compensation on a person by person basis, including all taxable income
and certain items not included on Form W-2, imputed income items, etc. This
approach has the advantage of producing the highest possible compensation
amount for each individual, but is not administrable for a plan of any size. In
order to take this approach, it would be necessary for SDCERS to determine the
tax treatment of domestic partner health coverage and various other items.

Define compensation based on the number reported by the employer as gross
income in Box 1 of each employee's Form W-2. This approach results in a lower
number than method 1, but is much easier to administer.

Define compensation based on amounts subject to federal income tax
withholding, as well as certain amounts that would be includible except for an
election under a cafeteria plan, a qualified transportation fringe benefit, a 401(k)
plan, a 403(b) plan, a simplified employee pension, a simple retirement account,
or a 457(b) plan. This approach also results in a lower number than method 1. but
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is generally easily available from the employer or payroll service provider and is
therefore much easier to administer than an individualized approach.

3. Treatment of Workers Compensation

Plans often question how to treat workers compensation payments for purposes of the
Code Section 415(c) definition of compensation. Generally, workers compensation payments
are excluded from gross income, provided they are paid under a workers compensation statute,
and therefore would not be includible as compensation under Code Section 415(¢c)(3). We
believe this is true regardless of whether the employer is fonding the payments directly or has
paid for worker's compensation insurance, as in either case the amounts paid would (presumably)
be paid pursuant to a worker's compensation statute.

There 1s a special rule under Code Section 415(c)(3)(C) which provides as follows:

(C) SPECIAL RULES FOR PERMANENT AND TOTAL DISABILITY. In the case of a
participant in any defined contribution plan—

(i) who is permanently and totally disabled (as defined in section 22(e)(3)),

(i1} who is not a highly compensated employee (within the meaning of section
414(q)), and

(i)  with respect to whom the employer elects, at such time and in such
manner as the Secretary may prescribed, to have this subparagraph apply,

the term "participant's compensation” means the compensation the participant
would have received for the year if the participant was paid at the rate of
compensation paid immediately before becoming permanently and totally
disabled. This subparagraph shall apply only if contributions made with respect
to amounts treated as compensation under this subparagraph are nonforfeitable
when made. If a defined contribution plan provides for the continuation of
contributions on behalf of all participants described in clause (i) for a fixed or
determinable period, this subparagraph shall be applied without regard to clauses
(i1) and (ii1).

Treasury Regulation § 1.415(b)-1(b}2Niv) and Treasury Regulation § 1.415(c)-
1{a)(2)(i1)(B) provide that the voluntary and mandatory employec contributions (but not picked
up contributions) under a defined benefit plan are treated as a separate defined contribution plan
maintained by the employer, subject to the limitations on contributions of Code Section 415(¢)
and Treasury Regulation § 1.415(c)-1. Thus, while Code Section 415(c)(3HC) specifies its
applicability to defined contribution plans, it could be argued that these provisions would be
applicable to that portion of a defined benefit plan that is to be treated as a defined contribution
plan.

Treasury Regulation § 1.415(c)-2(g)(4) provides that. if certain conditions are satisfied,
then "compensation” for a defined contribution plan participant who is permanently and totally
disabled means "the compensation the participant would have received for the year if the
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participant was paid at the rate of compensation paid immediately before becoming permanently
and totally disabled, if such compensation is greater than the participant's compensation
determined without regard to this paragraph.” For this rule to apply, the following conditions
must be satisfied:

(H Either the participant is not a highly compensated employee (as defined in
section 414(q}) immediately before becoming disabled, or the plan provides for
the continuation of contributions on behalf of all participants who are
permanently and totally disabled for a fixed or determinable period;

(2) The plan provides that the rule of this paragraph (g)(4) (treating certain
amounts as compensation for a disabled participant} applies with respect to the
participant; and

(3) Contributions made with respect to amounts treated as compensation
under this paragraph (g)}(4) are nonforfeitable when made.

Treas. Reg. § 1.415(e)-2(g)(4)(ii).

This special rule provides that in the case of an individual with a total and permanent
disability, Code Section 415(c) compensation would be deemed to be compensation at the rate
the employee was being paid prior to the disability. This then leads to the question of how this
provision is applied. Based on the Final Regulations, it appears that Code Section 415(c)(3}C)
is definitional for 415 compensation purposes, thereby creating a base for applying the 415(¢c)
limit.

In SDCERS’ case, the City has industrial leave paid under the active payroll, with the
possibility the person will go to a different payroll {i.e., workers compensation). This may
require that a person in this situation be moved to an exception management process.

C. SERVICE PURCHASES

In our earlier report, we noted that one of our primary areas of concern with regard to
415(c) testing was with respect to service purchases. A voluntary emplioyee after-tax
contribution is subject to 415(c) testing unless the more advantageous provisions of Code
Section 415(n) apply. However, the PPA has made 415(n) much broader so that the more
favorable limits would apply to all SDCERS service purchases, subject to 415(n) limits.

As noted in an earlier section of the report, if an employee makes a voluntary
contribution for a service purchase, the voluntary contribution may be tested under more
generous 415(c) limits or 415(b) limits. The 415(c) limits under 415(n) are as follows:

For purposes of Code Section 415(n} service purchases, only the dollar limit
under Code Section 415(c¢) applies ($40,000 (adjusted for inflation)) by treating
all permissive service contributions as an annual addition under that limit.
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D. ANALYSIS OF ALL CITY PLANS

Code Section 415(g) requires the aggregation of all plans of an employer for 415 testing
purposes. Therefore, our other primary area of concern for 415 testing occurs with respect to the
other defined contribution plans that are maintained by the City — the 401(k) plan and the SPSP.
The City's 457(b) deferred compensation plan is not aggregated with SDCERS.

VL
APPLICATION OF CODE SECTION 415(c) TO SDCERS
AND RECOMMENDATIONS

A. PLAN DOCUMENT PROVISIONS

SDMC § 24.1004(h) (per pending amendment) provides that employee contributions to,
and benefits from, SDCERS must comply with the Code Section 415 limitations on contributions
and benefits, The provision further establishes the fiscal year as the testing year, retrospectively.
and the calendar year, prospectively. The amendment would permit SDCERS to modify
contributions as necessary to ensure compliance with Code Section 415.

B. TESTING OF "ANNUAL ADDITIONS"

1. Plan Aggregation

Prior to 1/1/06, SDCERS has not tested annual additions against the Code Section 415(c)
limitations. The City administers three defined contribution-type plans: the 40i(k), SPSP, and a
457(b) plan. The City tests elective deferrals to the 401(k) and 457(b) plans. The City does not
conduct Code Section 415(c) testing for its 401(a) plans (401(k), SPSP, and SDCERS). The
other City plans and SDCERS are subject to qualification failure if the 415(c) testing
requirement 1s not satisfied and individuals are contributing in excess of the himitations to the
plans in the aggregate. In order to address this qualification issue, SDCERS would have to
coordinate with City to test for both the dollar and compensation limits under Code Section
415(c). In order to perform this test, SDCERS must select a definition of compensation that is
permitted under the Code (see next section). The pre-tax (picked-up) contributions to SDCERS
would not be used in the 415(c) testing.

If the after-tax contribution was made for a purchase of permissive service credit, Code
Section 415(n) would apply and permit a higher level of contribution than under Code Section
415(c) or testing under 415(b).

The Airport and Port only offer a 457(b) plan: they do not provide a 401(k) or 401(a)
plan. As a result. 415(c) testing for SDCERS purposes would not require aggregation with the
Atrport and the Port 457(b) plans.

2. Definition of Compensation

We discussed the three safe harbor definitions of compensation with SDCERS staff.
Currently, none of the compensation fields provided by the City in Pension Gold represents any
of the safe harbor definitions. SDCERS staff and the City have compared W-2 compensation
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used by the City with "gross compensation” reported as Gross Salary in Pension Gold. SDCERS
staff has determined that the compensation numbers that are currently provided to SDCERS by
the plan sponsors do not comport with any of the three safe harbor definitions. Therefore, for
future testing purposes, it was determined that SDCERS would ask the plan sponsors to provide
the Medicare wages amount from the W-2 system as a reasonable proxy for the safe harbor that
starts with taxable wages and then restores elective deferrals.

Finally, please note that all plans which must be aggregated for purposes of 415(¢) testing
must use the same definition of compensation for those purposes. Therefore, if the plan sponsors
are using a different definition of compensation for purposes of their testing, SDCERS must
collaborate with them to arrive at a consistent approach.

C. CONCLUSIONS REGARDING RETROSPECTIVE 415(c) TESTING

Given the 415(b) testing approach described in earlier sections of this Report, SDCERS is
proposing not to do retrospective 415(c) testing for service purchases that fit within 415(n). This
should be a reasonable approach considering the following factors:

¢« Since 1987, all mandatory employer contributions have been picked-up and
thus would be subject to 415(b) testing.

= Since 1997, all service purchases made with after-tax employer dollars are
subject to either modified 415(c) testing or modified 415(b) testing. SDCERS
has elected 415(b) testing. The PPA has confirmed the availability of this
methodology.

= Service purchases permitted as of August 5. 1997 are grandfathered and thus
are not subject to 415(c) testing.

= For retrospective 415(b) testing, SDCERS i1s not backing out any after-tax
employee contributions, except where information is available for mandatory
post-tax contributions.

= Service purchases made via rollover and plan-to-plan transfer from the DC
plans are not subject to 415(¢) testing.

= Service purchases made by plan-to-plan transfers from the 457(b) plan are
subject to regular 415(b) testing.

D. CONCLUSIONS REGARDING PROSPECTIVE 415(c) TESTING

Given the practical problems associated with 415(c¢} testing, SDCERS has determined to
take the following prospective approach starting January 1, 2007,

[ Definition of Tested Group

The tested group will consist of all employees making after-tax contributions on and after
January 1. 2007,
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2. Testing of Service Purchases Made with After-Tax Emplovee Coniributions

All service purchases made with after-tax employee contributions will be tested under the
modified 415(b) testing under 415(n) if the service being purchased is permissive service,
including qualified and nonqualified service, in accordance with the chart above. This means the
benefit attributable to these contributions will not be tested under 415(c¢).

3. Testing of Other After-Tax Emplovee Contributions

SDCERS does not anticipate that any after-tax contributions would be received that did
not qualify as contributions for the purchase of permissive service credit. Therefore, all would
be tested under 2 above. However, SDCERS is retaining an "exception test” procedure for
415(c) in case SDCERS wishes to use the modified 415(c) testing in the future for service
purchases or if other conditions arise which would require it (such as a change in the law).

4, USERRA Testing

In the case of USERRA coniributions, the 415(c) limits that would be examined would be
the limits in place with respect to the covered service — not necessarily the year of the payment.

5. Compensation Definition

The compensation definition that will be used in 415(c) testing (if it is necessary) has
been stated in the proposed amendment to SDMC § 24.1004.

6. Testing Protocol

The testing protocol for this is set forth in Exhibit D.
7. Priority

One issue raised in this context is that of "priority." That is, it is important that a clear
priority be established among the different plans as to what will be reduced first, second, etc. in
the event that annual additions exceed the Code Section 415(c) limitation. This priority list
should include not just the different San Diego defined contribution plans, but also the different
types of contributions possible to each of those plans.

® First, attempt the correction through the 401(k) program. The amount of excess
contributions would be distributed to the member.

® If the amount of 401(k) contributions for the vear is not enough for the correction,
then the next plan to consider would be SPSP. However, in order to preserve the
plan's status as the Social Security replacement plan, the amount of contributions
available to be refunded would be limited to the voluntary contributions.

o If the amount in the SPSP available for refund was insufficient to make the
correction, then the correction would have to be made from SDCERS. This could
affect the member's service purchase.
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E. TESTING OF SERVICE PURCHASES — BY SOURCE

1. SDCERS Provisions

SDMC § 24.1310(a) provides that in order to purchase Creditable Service a member must
pay an amount, mcluding interest, determined by the Board before the effective date of
retirement. This section goes on to provide as follows:

(b} Subject to any limitations imposed by the Internal Revenue Code, such
payments under section 24.1310(a) may be made by lump sum,
installment payments, direct transfer to the Retirement System from any
defined contribution plan maintained by the City of San Diego, or in such
manner and at such time as the Board may by rule prescribe. Any sums
paid by a Member under section 24.1310 are considered to be and
administered as Member contributions.

SDMC § 24.1310(b). The Board has adopted rules under this section, which the Board has
recently amended to read as follows:

Rule 10.50  Methods of Pavment.

(a) Subject to any limitations or conditions imposed by applicable tax laws
and regulations, a member may pay for service credit by:

(O lump sum,
(2) installment payments through payroll deduction,

(3} direct transfer to the Retirement System from any tax qualified
defined contribution plan maintained by the City, Airport
Authority or Unified Port District,

{4) rollover or direct transfer of funds from an eligible retirement plan,

{5)  direct in-service transfer from an IRC 457(b} compensation plan or
an [RC 403(b) plan, subject to Board Rule 10.60 (subject to prior
approval by the [RS); or

(6) any other source allowable under federal law.

(b) The System will freat all amounts paid by members under this Division as
member contributions.

{c) A member must complete all payments to purchase service credit before
his or her effective date of retirement, entry into DROP, or termination of
employment (in the case of a deferred retirement).

(d) If a member elects to make installment payments:
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(1) the member must agree to an installment contract with a payment
plan that includes the purchase cost plus installment interest,

(2} the payments must be made through payroll deduction,
(3} the payments must be at least $20 per pay period,

(4) the System will charge installment interest to the member's
individual account using the actuarial assumed interest rate in
effect at the time the installment contract is executed, and

(5) if making pre-tax payments, the member must complete the
installment contract before he or she first becomes eligible to
service retire, unless the member acknowledges in writing the
negative consequences of failing to do so. (See form SDCERS
uses for this. See Exhibit L.)

Board Rule 10.50.
The Board has adopted Rule 10.60 to read as follows:

Rule 10.60 In-Service Transfer of Funds from a 457 Defined
Compensation Plan te Purchase Service Credit.

{(a) Purchase of Service Credit under General Five-Year Provision (Board
Rule 10.10): A member may purchase service under Board Rule 10.10
(general five-year purchase) by an in-service plan-to-plan transfer from a
457(b) plan. No certification of corresponding service is required.

(b) Purchase of "Service-Connected" Service Credit. A member may
purchase service-connected service credit under Board Rule 10.00 by an
in-service plan-to-plan transfer from a 457(bj plan. No certification of
corresponding service is required.

With this new Rule 10.60 in place, transfers from the 457 plan will be accepted for
service purchases as described in (a) and (b). See PLR 200550042.

The Board Rules also provides for the terms of installment contracts in Board Rule 10.70.
Based upon these rules, it is clear that SDCERS has attempted to avail itself of all methods of
service purchases.

2. Compitance Testing Chart

The following chart shows how the available sources of voluntary employee
contributions for service purchases should be tested under either Code Section 415(c) or 415(n).
(Refer to the earlier chart for a categorization of service purchases as permissive service and as
qualified and non-qualified service.)
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Voluntary Employee Contributions for Service
Purchases

415(c) Testing or 415(n) Testing

In-service transfers from DC Plans (401(k),
SPSP)

415(¢) limits (including 415(n) modified
limits) do not apply. Regular 415(b) limits
should be applied at distribution.

Lump sum after-tax employee contributions and.
installment contracts for after-tax contributions if
for non-permissive service or for nonqualified
permissive service credit in excess of limits

415(c) limits apply (lesser of $40,000
(adjusted) or 100% compensation in the vear
of purchase). These will be tested on an
exception basis.

Lump sum after-tax employee contributions and
installment contracts for after-tax contributions if
for permissive service

415(n) limits apply. Therefore, purchase
will be tested under modified 415(b) limits.

However, SDCERS may prospectively
implement  modified  415(¢)  testing
procedure.

Picked-up employee contributions for installment
contracts

Note: A favorable IRS private letter ruling is the
mechanism for obtaining approval for a pick-up
of employee contributions for a service purchase.

415(¢) limits (including 415(n) modified
limits) do not apply. Regular 415(b) limits
should be applied at distribution.

Lump sum rollovers from eligible plans (401(a),
457(b), 403(b), 401(k), 403(a) and IRAs)

415(c) Hmits (including 415(n) modified
limits) do not apply. Rollovers only after
separation from service except IRAs.

Repayment of refunded contributions

Under 415(¢)(3), 415(c) limits will not
apply. 415(b)y limits will apply at
distribution,

Lump sum transfers from 457(b)/403(b) plans

Limited to permissive service credit and
restoration of service. 415(c) limits will not
apply. 415(b) limits will apply. Sege Rule
10.60.

It is our understanding from SDCERS staff that the vast majority of service purchases are
made by plan-to-plan transfer from the Employers' plans. However, all of the other mechanisms
are used to some extent. including after-tax payments.

¥. TESTING OF USERRA SERVICE PURCHASES

SDMC § 24.1309 addresses purchase of retirement credit for service in the armed forces.

The provision specifies that for purchases made pursuant to a leave due to military service, the
payment is treated as an annual addition for the limitation vear to which it relates. In order to
provide appropriate treatment of USERRA service purchases, SDCERS will need to work with
Employers to determine USERRA eligibility. The problem of accurate USERRA reporting may
be limited to only a few SDCERS members because most SDCERS members who are called to
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military service receive differential pay. It is the City's practice to deduct the member's
contribution from the differential pay on a picked-up basis. As a result. most SDCERS members
retiring from USERRA-covered service to employment do not need to make any contributions
for the USERRA leave period.

CIRCULAR 230 DISCL.OSURE

Except to the extent that this advice concerns the qualification of any qualified plan, to
ensure comphance with recently-enacted U.S. Treasury Department Regulations, we are now
required to advise you that, unless otherwise expressly indicated, any federal tax advice
contained in this communication, including any attachments, is not intended or written by us to
be used, and cannot be used, by anyone for the purpose of avoiding federal tax penalties that
may be imposed by the federal government or for promoting, marketing, or recommending to
another party any tax-related matters addressed herein.
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INDEX OF EXHIBITS

Exhibit A: Cheiron Report on Retrospective 415(b) Testing (Revised 8/16/07)
Exhibit B: Cheiron Report on Prospective 415(b) Testing (Revised 03/07)
Exhibit C: Linea Solutions 415(b) Operational Process Document

Exhibit D: Linea Solutions 415(c) Operational Process Documents and Charts

Exhibit E: Cheiron Determination of Accumulated Payments from SDCERS Over 415
Limits

Exhibit F: Cheiron General Employee Limits

Exhibit G: Chetron Uniform/Safety Employee Limits

NOTE: EXHIBITS C-G WILL BE EDITED AND FINALIZED POST COMPLIANCE
AGREEMENT.
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Exhibit A: Cheiron Proposed Procedures on Retrospective 415(b) Testing

San Diego City Employees Retirement System

Retroactive Testing of Internal Revenue Code Section 415(b)
Maximum Allowable Defined Benefits Payable from a Qualified
Trust

The following is a narrative summary of the procedure performed by Cheiron, Inc, the San
Diego City Emiployees Retirement System's (SDCERS) Actuary in coordination with Ice
Miller, LLP and SDCERS staff in performing retroactive testing of Internal Revenue Code
(Code) Section 415(b) testing of defined benefits. In performing this testing Cheiron relied
on the data provided by SDCERS and interpretations and guidance of Ice Miller LLP.

Procedure to test current retirees

The first step was to identify the testing population. We started with the database provided
in performing our actuarial valuation of SDCERS as of July 1, 2006. These are the applied
steps in defining the test population:

) SDCERS provided Cheiron with 6,652 retiree records. Each record included
social security number, first, middie, and last name, benefit type, effective date,
termination date, annuity, pension, cola and base amount.

. We then received the DROP account balances database.

e These records were matched to the data provided for the June 30, 2006 actuarial
valuation and reconciled.

e  For compliance we looked at all retirees based on the IRS response to the initial
filing.

® We exciuded all disabled retirees (pre-retirement) who have not attained normal
retirement age from the testing population.

J We supplemented this data with any retirees since June 30, 2006 and through
June 30, 2007, who were within 70% of the 415 limits at refirement.

With the chgible population subject to testing defined, we proceeded to define the total
aggregate beneflt payable at retirement from SDCERS. We tested this population in two
phases, first by identifying those retirees who were within 85% of the limit and then this net
group after receiving more detailed confirmation of benefit data. These steps weluded:

® Extracted from the database date of birth, total service credits, plan ID (general
emplovee versus public safety), benefit type, standard benefit, cost of living
adjustment {CP1 with 2% cap, 13" check), benefit granted through subsequent
litigation or grants {Corbett and Andrecht] and payment option.

® The DROP accounts information was provided for all retirees through June 30,
2007.  For testing we converted the lump sum values of these accounts to
annuities as additional benefits at retirement based on the appropriate
assumptions for conversion of benefits to a single life anpuity.
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° The benefit is ultimately adjusted for the automatic COILA for testing; however,
we initially adjusted the 415 dollar limit to identify our detailed test group.

s The 13" check while contingent on excess earnings has been fully granted in all
but two years and was assumed to be a permanent benefit and subject to testing
as if permanent,

With each of the component benefits identified we determined a potential failure
group by making some general assumptions to identify potential test failures
(participants in pay status receiving in excess of the appropriate 415 limit). With these
adjustments a testing population was defined if the benefit was at least 85% of the
calculated 415 age and COLA adjusted limit.

Before this test group was resubmitted to SDCERS for verification of each of the data
elements, we made additional assumptions where the data was not already available.
The objective was to define a larger then needed population to capture any potential
vaiues before the case by case review proceeded. We added the following steps:

® While we had optional forms of benefit to convert to standard life annuities or
qualified survivor benefits, we did not have information as to whether the
beneficiary under the joint and survivor options was a qualified spouse. To be
most inclusive we therefore assumed that all survivor benefits were non spouse
beneficiaries and increased the base benefit to be 20% of the reported value to
simulate the actuarial adjustment that might apply.

o We determined the total annual annuity for each retiree by adding the pension
adjusted for form of payment, the 13" check benefits and the additional 7%
Corbett benefit for pre 2000 retirees together (the Andrecht benefits were
included in the pensions provided by SDCERS as their payment of this benefit
was not contingent on excess earnings).

. We tested all participanis against the 415 limitation in effect at time of
retirement, based on appropriate limits adjusted for age at benefit
commencement, employment classification (general versus public safety), year
of retirement, defined normai retirement age and 2% automatic COLA (by using
80% of the limit as a maximum estimated adjustment).

o By taking a ratio of the sum of the benefit picces {o the appropriate 415 limit we
identified all participants with a ratio of 85% or greater.

From this process we defined the group of potential failure of 242 participants in pay status
to be submitted to SDCERS to go through each file and confirm the data used as well as
identify additional mformation to use in the testing. This cohort is made up of 26
participants who retired prior to 1995, and 291 who retired between 1995 and March 31,
2006. We also added in any retirees from March 31, 2006 through June 30, 2007 who were
tested and subjected 1o the lower threshold of 75%.

Along with confinnation of the data used for this initial testing, we requested information
thai affected the final test including whether the benefits reflect

Offset for benefits purchased from qualified rollovers amounts
Eligibility for public safety Limitations by virtue of having 15 or more vears of
service as a public safety emplovee

e Aggregation of benefits from a qualified domestic relations order in effect at the
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time of retirement
° Continuation for those participants with joint and survivor options in effect as fo
whether the beneficiary is a qualified spouse
Post tax contributions or employee benefits
Pre or post tax rollovers used for the purchase of additional service benefits.

Making adjustments for the additional information as appropriate we ran a final fest on the
342 participants and determine the number of participants in receipt of benefit in excess of
the appropriate 415 Hmit.

The retroactive testing population was defined as 102 retired participants for whom we
prepared a year by year comparison of the benefits payable including actuzl cost-of-living
adjustments to the 415 limit adjust to age of retirement and benefit form. This process was
conducted for each of the retroactive testing retirees with one or more years of benefit
receipt in excess of the appropriate 415 limit from actual retirement date through June 30,
2007.

The net excess benefits were rolled forward at 8.0% from the end of the limitation year to
June 30, 2007.

Procedure and assumptions applied in the determination of the appropriate 415 limits:

1. Applicable mortality and interest rate assumptions for the calculation of actuarial
equivalents are: a gender blended 50/50 GAM 83 mortality table used through
December 2002 and 94 GAR mortality table projected to 2002 using the AA
projection scale, thereafter with an 8% interest assumption in accordance with Code
Section 415(b}2WEX).

2. DROP balances are annuitized at the date of actual retirement using the above
assumptions.

3. 415 linmts by age for general retirees are based on the changes in the law under
EGTRRA 1o reflect pre-65/62 reductions.

4, We used the 415 limit as defined in the limitation year by taking 6/12ths of the limit
during the two calendar years that fall within the limitation year.

5. The total annuity of each general retiree is compared to the 415 limit based on age
at retirement and year of retirement.

6. For retirees qualified as public safety, a comparison was made to the 415 limmit based
on vears of retirement, There is no age adjustment made for public safety retirees
under age 65.

Procedure to fill in missing information:

1. For retirees who have died, the value of their initial benefit is used and limitation
applied in proportion to the a beneficiary's annuity.

2. While we have optional forms of benefit to converl to standard life annuities or
qualified survivor benefits, where information as to whether the beneficiaries under
the joint and survivor options is not a qualified spouse we adjusted the benefit based
on a factor determined by taking the ratio of the J&S annuity over the straight life
annuity.
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Exhibit B: Cheiren Procedures on Prospective 415(b} Testin

San Diego City Employees Retirement System

Prospective 415(b) Testing

Prospective testing will be conducted first by SDCERS through a screening process that
will combine detailed information provided through Pension Gold and a calculator
developed to incorporate the various benefits to be included as defined benefits. Cheiron
will be involved in verification of those benefits considered within a reasonable range of the
maximum limitations to verify any adjustments to be made.

The calculator - a sample screen in Exhibit G -- incorporates the current benefits provided
to City employees as non-ancillary. The process will be similar to the retrospective
approach and will differ through the potential incluston of more accurate information on the
nature of funds used in the purchase of service, and rollover amounts. It is also anticipated
that at some point in time post-tax employee contribution information may be available for
offset in the determination of the benefit subject to testing.

It is anticipated the calculator will also be adjusted from time to time to reflect changes in
the testing procedure as a function of changes in defined limitation year, assumptions
defined by the plan and changes in the application of automatic cost-of-living adjustments.
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Exhibit B: Cheiren Procedures on Prospective 415(b) Testing
San Diego City Employees Retirement System

Prospective 415(b) Testing

Prospective testing will be conducted first by SDCERS through a screening process that
will combine detailed information provided through Pension Gold and a calculator
developed to incorporate the various benefits to be included as defined benefits. Cheiron
will be invoived in verification of those benefits considered within a reasonable range of the
maximum limitations to verify any adjustments to be made.

The calculator -- a sample screen in Exhibit G -- incorporates the current benefits provided
to City employees as non-ancillary. The process will be similar to the retrospective
approach and will differ through the potential inclusion of more accurate information on the
nature of funds used in the purchase of service, and rollover amounts. It 1s also anticipated
that at some point in time post-tax employee contribution information may be available for
offset in the determination of the benefit subject to testing.

It is anticipated the calculator will also be adjusted from time to time to reflect changes in
the testing procedure as a function of changes in defined limitation year, assumptions
defined by the plan and changes in the application of automatic cost-of-living adjustments.
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This document presents the operational process tmplemented by SDCERS to:

1. Screen benefits for 415(b) compliance
2. Cap benefit payments to those payees whose benefits exceed 415(b) limits
The key stakeholders in this process are;

+ Members and their associated payees, currently receiving benefit
payments and subject to 415(b) limitation

+  Member Services staff members, responsible for counseling retirees and
entering 415(b) data info PensionGold

@

Member Services manager(s), responsible for monitoring 415(b) limited
payees and coordinating the cap implementation and replacement benefit
paymenis

¢ SDPCERS® sctwarial firm, Cheiren, responsible for reviewing referred
payee data and calculating exact 415(b) payee limits

+» Legal department, responsible for participating in the Senior
Management Review Group

2

SDCERS Beard, in maintaining the tax qualified status of the plan

The highest level process flow is as follows:

Created on 8192006 1:40:00 PM
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2.1 Pre-Retirement initial Screening and Counseling

It is very important that the Member Services statf members be able to effectively and
accurately counsel members who may be subject 1o 415(b) benefit limitations. The staff
members will need to produce an initial “worst case scenario” screening result, by
entering key member data into the Chetron screening tool. Seme data elements, such as
retirement effective date, may be estimated at this early stage. If pre-retivement testing
indicates that the member’s combined benefit may be within 95% of their limit, then he
or she is counseled accordingly, and the file is flagged.

During the Member’s counseling session, it must be determined whether or not Safety
Members bave met the IRS defimtion of Safety at anytime during their carcer. If they
have, the staff member will set the IRS Safety flag in the member’s PensionGold record.
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2.2 Establishment of the 415(k) Limit at Retirement

Once an application is made for retirement and the benefit set-up process has begun, the
mitial 415(h) test is repeated with final retirement information. If still within 95% of the
it used in this frst level screeming, the member’s file will be refesred to the 415(b}
Review Group. This group, made up of representatives from Legal and Senior
Management, will review the member record. They will confirm the staff member’s IRS
Safety determination and assess the record for possible exemption. If the member 18
exempt (“grandfathered™) from 415¢(b) limitation, the 415(b) Exempt flag is set in their
PensionGold member record and they will be exciuded from future screening. 1f it is
determined that no exemption exists, they will approve the reterral of the member’s data
1o Cheiron.

Cheiron will use the detailed data from the member’s file, to complete the calculations
necessary to arrive at the exact 415(b) benefit limit to be applied to the member in the
current year {the year of retirement),  Staff members are responsible for entering this
limit, along with its effective date into the PenstonGold member record.
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2.3 Periodic Screening of !’ayee Popuiation

The Senior Management Group will reaquest the periodic screenming of the entire
population of payees currently receiving a benefit. This worst-case screening will return
a listing of anyone within 95% of the limit, but for whom there is no specific limit
already populated 1n PensionGold. By doing this screening peniodicaily, SDCERS can
ensure that no payee has been overlooked. If anvone is returned on this periodic
screening, they will immediately be reviewed and their data sent to Chewron, as
appropriate.
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Once a specific limit has been entered into a payee’s PenstonGold record, their data will
appear on monthly payroll monitoring reports. These reports are run as a part of the
Normal payroll process, and provide managers with a means of monitoring those payees
whose benefits will be capped during the year. The Member Services Manager will
review the report, making note of any payees who are projected to exceed their specific
limit during the calendar year. Preparations must be made well in advance to ensure that
the corvect adjustments are 1n place and that the plan sponsor’s 415{(m) replacement plan

has been funded.

tvonthiy 415(b} Payroll Report Sample

The 415(b) Payroil Report should be run well in advance of each Normal payroll closing.
The Member Services Manager will review the report, making note of any payees who
are projecied to exceed their specific lirmt during the calendar year. Preparations must be
made well in advance to ensure that the comrect PensionGold beneftt adjustments are in
place and that the plan sponsor’s 415(m) replacement plan 18 ready with replacement
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benefit funds. Details on how benefiis are capped and replaced are presented in the next
section.

A modified clift process allows SDCERS to pay out complete DROP payments, as well
as enobgh retirement benefit dollars to cover any deductions, without exceeding the
415(b) calculated by Chetron. It will also make it possible to advise the City of the
amount needed to fund the 415(m) payment, in advance of cap implementation later in
the year.

The only exception to this modified cliff implementation method, is for new reiirees
receiving less that a full twelve months of benefit payments in their first year.

3.1 Cap Calculation: Pro-rated First Year

it will be necessary to pro-rate the annual limit and apply it monthly to benefit payments
made in an inittal partial year of retirement.  This means that the the first benefit
payinenis made to a member who will exceed thetr 415(b) limit, may need to be capped.
This provation is necessary only in a partial first year of retirement.

3.2 Cap Calculation: Full Year
3.2.1  Accommodations for Payrell Beduction

Cheiron will supply an individually calculated 41 5(b) limt for each of the payees subject
to capping. In order to accommodate DROP payments, and any payroll deductions that
the payee may have {this is especially important in the case of healthcare premium
deductions), the actual Jimit implementation point will be adjusted by the total deduction
arpount times the number of months paid out of the City 415(m) fund.

The following diagram iflustrates the cap nmplementation model;

b3

Full Bengfit so-p .

B‘l":“‘ift‘eflt Do{lars‘f’aid

Jdare

Cap
implementad

415(hY Limit
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2.2 Exception Cases

¢ Final Benefits Check is “Not Ensugh Gross” to Handle Deductions

If Payroll Analysis indicates that this is the case, then the cap will be implemenied
one monih earlier. The Payroll Analysis report will be used to confirm correci
paymenis required for each month. Al other procedures will remain unchanged.

+  Deduction Change During Capped Period
If it becomes necessary (o change deductions during the capped period {death of a
spouse, for example), it will be necessary to complete another Payroll Analysis
report and change the offsetting payroll adjusimeni to accommodate the change.

This should be done afier the new deduction is in place, as the Analysis report
uses the current deduction values siored in PensionGold,

»  Death During Capped Period

If a payce dies during the capped period, we will have additional benefits that will
need 1o be paid out. This amount will be cqual to the amount of the deductions
not taken through the end of the year. Replacement benefits equal to this amount
may need to be repaid to the City.

3.3 Sleps to implementing 415(b) Cap
3.3.0  Moenitor Menthly Payrell Screcoing Repert

Any pavee for whom a spectfic iimit has been established by the Cheiron, will be
moniiored prior {o each Normal Payroll, as detailed m section 2.4 shove. When it has
been confirmed that a payee’s projected benefit will exceed their 415(b) limit, their cap
will be implemented through a payroll adjustment 1n their PensionGold record.

3.3.2 Produce Individual Payroll Analysis

¢ Run the Payroll Analysis in the Screening Tool
This tool will help analyze the payments remaining, and calculate the appropriate
splits in the transition month.
Report Run Date May 5, 2006

T

T REGe. [ YIDBensiiPa] MontuyEar | ProEceaBer | CAr 1 A

L-:f;aés it > % 54774585 §$16.193.75 $19432500 §15Z
Jane Doe CDRO 0§ 1832812 § 318711 §1021018% § B4.LULN

Notice that John is expected o receive his last full benefit check from
SDCERS in August. So i May, his information 1s verified and appropriate
adjustments made to {imit his benefits in PenstonGold for September through
December.

+ Review Payee’s Record

Created on 8/9/2006 1:40:80.PM
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This 1s a crucial step! While the Payroll Analysis Report will assist the staff
members i their 415(b) capping assessment, 1 cannot and should not be relied
upon exclusively. The satest path will be to complete the report, and use it for
reference while reviewing the payee’s record in PensionGold.  Verify the
following crucial information:

o Year to Date Gross

o Total Deductions

o 415(b) Limit

o Benefit Dollars Remaining

An important part of the assessment, will be to run the Tndividual Screening report
in the Screening Tool. This report will present the following in detail:

o Annual BenefitYCap Projections (current vear and next year)
o Current Benefit Detatl (displaying retirement benefit, DROP, deductions)

o Current Year Monthly Benefit Projections (monthly breakdown of
SDCERS paid and City funded payments)

3.3.3  Enter Off-set Adjustments in PensionGold

it can be safely assumed that all payees subrect 1o a 415(b) cap will have an “odd” month
where the final benefit dollars paid will not equal a full month’s standard benefit
payment. This will require two offsetting adjustments be set up.

3.3.4 Withholding Tax Changes

It should be noied that withholding taxes defined for capped members i PensionGold,

will need to be halted or revised during capped benefit months. The member should be
consulted on how they would like to have their withholding taxes managed.

3.3.5 Continve to Monitor Monthly Report

It 1s important to continue to moniior capped payees through the final payroll of the year.
This 15 a safeguard against any additional payments setup in error that may take someone
over his or her cap. Appropriate managers and staff members should become very
familiar with capped pavees and their status.

3 Mary Anne Walker
DRAFT 08/09/2066
i
i
|
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Figure 4

SDCERS is responsible for four critical functions in the 415{m) replacement benefit
process.

e Communication with Plan Sponsors

«  Replacement Benefit Program (RBP) Funding Management
e [ssuance of RBP payments to capped payees

s Program Reconcihiation and Administrative Cost Allocation

The first three functions must be executed according to the following timeline:

Created on BI9J2006 1:40:00 PR
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vionthly Monitoring

iy

Cin-go

120 Days from Cap 80 Days from Jzp 3G Days from Cap
hoptementation bnptementation tmphernentation

ot vty igs funada s b

The Program Reconciliation and Cost Allocation functions will be executed during those
periods in which payees” benefit are capped and replaced by the RBP.

4.1  Communication with Plan Sp-cnsoré.

4.1 Apnual Netification of 415(b) Projections and Reallocations

In January of each vear, the Member Services Manager will produce a series of 415
analysis reports, to be used for planning and reconciliation by SDCERS and its Plan
Sponsors. The following will be sent to the Plan Sponsors:

1. Currently Capped Benefits - This is the report used in the 415(b) Monthiy
Payroll process. By sending it to the Plan Sponsors early in the vear, they will
have the mnformation necessary for planning fund transfers and credits to
contributions payable.

_[\J

Retro-active Reallocations as Needed - If a payee whose benefit has been
capped, dies during the period of time that the RBP is active, then he or she will
not have reached the full 415(b) benefit cap for the year. In this case, A
reallocation of funds must take place between the SDCERS benefit fund and the
RBP. The Member Services will need to calculate the amount to be refunded
the RBP and credited to contribution owed by the Plan Sponsors.

3. Invoice for 415(m) Administration Costs — SDCERS must be reimbursed for
the cost of administering the RBP program on behalf of the Plan Sponsors. In
January, the Accounting manager will produce an invoice for each Plan Sponsor,
based on the number of payees participating in the RBP during the previous year.

Creatad on 87812006 1:40:00 PN
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4.1.2 Periodic Communication and Funding Request

The monthly payroll process' includes the peneration and review of the Currently
y pay f

Capped Member Bepefits report.  This listing will be produced by Member Services,
reviewed and Included in the standard payroll packet of documents.

The Senior Manager responsible for funding management, will determine when and how
much money will be needed to fund the RBP. This 1s done using the Individual Cap
Analysis reports for each payee projected to reach the cap within 120 days. These
individual reports will break down the amount o be paid cach month from the RBP and
from SDCERS standard benefiis fund.

It will then be necessary to identify the plan sponsors associated with these payees, and to
submit a summary funding request, along with copies of the associated Individual Cap
Analysis reports.

The following diagram illustrates this high-level process.
" o1 ssonthly Monitorng | |
: |, Reviewndicales | |
N _ Payes(sywWithin 1
v © a0 Daysof Cap |

s

!Pmdz‘lce indivichiat
Analysis Reports |
for all Payees |
}w‘smin 120 Days of
LR

_-r Forward Funding |

§ Renuesior
o Confirraation and
Hndividuat Analysis |
Reapowts to Plan

El Sponss’s

ideritify Plan
Sponsors
impacled

e

!"Cohgirm Funds ar;;
Available 60 Days | i
Prior 1o Gap R -

L dmplementatibn . \\/’/

Figure 5

' 415(b) tasks in the moathly payroll process are discussed in section 2.4,
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4.2 Weptzesment Benedit Fuﬁdiﬂg Wianagemeant _

Although SDCERS will be administering the 415(m) RBF program for its Plan Sponsors,
all funds used to pay replacement benefits to payees capped by 415(b) limits, must be
provided by the Plan Sponsors. Further, these funds must be maintained in an account
clearly separaie from SDCERS” benefit funds.

Upon receipt of the funding request from SDCERS, each Plan Sponsor will have sixty
days to wansfer the money into the RBP accouni. The Accounting manager will monitor
this account to ensure that the funds are received in time o pay out to capped members.

4.3 issuance of #BP Payments o Capped Payees

4.3.1 Preparation

Sixty days prior to issuing an RBP payment o a payee, the Accounting department will
confinm that the following intormation and documentation is available:

b, W-4 form completed by Payee
Social Security number

Full name and mailing address

£owo2

EFT banking information as applicable

Thirty days priov to issuing an RBP payment, it will be necessary {o confirm that the
payroll debit adjustments have been set correctly in the payee's PensionGeld record.
This is confirmed by running the Individual Cap Analysis report for the payee, and
comparing it to the records in PensionGold.

Contirm that the Effective Date From of the 415(b) adjustment is the first
day of the first month tn which the 415(b} cap will be implemented. In all
likelihood, if the payee will be capped for more than one month, it will be
necessary to enter more than one adjustment for the payee. This ts
because there is an “odd” amount paid out in the first capped month, as
itlustrated in the following example:

Creaied on. BIY/2006 1:40:00 PM
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We can soe that two adjustments will be needed, m different amounts to achieve the
payment tndicated:

Neovember

Monthly Benefit: $8,258.26

Max Benefit to be Paid: $7.678.28
Adjustment Amount: § 579.98

Effective From: November [*; 200X
Effective Until: November 30", 200X
December

Monthly Benefit: $8,258.26

Max Benefit to be Paid: § 961.29
Adjustment Amount; $ 7,296.97

Effective From: December 1%, 200X
Effective Until: December 3 Lst, 200X

Note that these adjustments are only effective for a single month, and beginning in
January of the subsequent vear the payee will be returned to their full benefit payment. [t
should be further noted that these two adjustment amounts are also the amount of 41 5(m)

Created on S/%2006 1:40:00 PM
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paymenis needed from the plan sponsor mm each capped month to fwtal the regular
monthly benefit.

The Member Services depariment is responsible for creating the adjustments ai least
ninety days prior (o the first capped month. The Member Services Manager will verify
that they have been created, and coordinate with the Accounting Department o ensure
that the RBP payment will equal the adjusiment amount.

Thirty days prior to issuing an RBP payment, the Accounting department must establish a
payment record for the payee in the RBP payroll sysiem. The record must include
appropriate payroll tax withholdings, processed using the associated Plan Sponsor's
Employer Identification Number (EIN). If the payee will be receiving the RBP as an
EFT transfer, it will be necessary to make those bank file ransfer preparations as well.

4.3.2 Payment Issuance

It s very important that SDCERS work {o minimize the impact that 415(b) benefit
capping and 415(m) benefit replacement has on its members and their associated payees.
Toward this end, the Member Services Manager must ensure that the payee's RBP
payment is received at the same time as the repular benefit payment portion. If the payee
receives a check, then the Accounting manager shouid forward it to Member Services so
that it can be combined in a single mailing. If the payee receives an EFT, then every
effort will he made o ensure that both EFTs are credited to the pavee’s account on the
same day. Advice notices should be combined m a single mailing.

Tax withholding deposits must be made according to the IRS rules, and using the EIN
associated with each Plan Sponsor associated with capped the payees. Each January, a
W-2 will be issued to each payee that received 415(m) replacement benefits from the
RBP These will be issued by the Accounting department, and must be reconciled to the
withholding tax amounts reported during the vear.

Created on /072006 1:46:00 PN
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Figure 6

5.4 Tools

5.1.1 415(b) Payroll Adjustments

PensionGold produces the primary payroll report used by the Accounting Staft for their
reconciliation. The Adjustments Register (BENRO0O2) 15 a member-level detailed report,
and will supply the analysts with complete data on any 415(b) adjustments during a
particular payroll. The following steps are taken to run this report:

Created on 8/0/2006 1:40,00 PM
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The Report may then be previewed or printed.

SHEErET ol

41 5{bvy Limil

415b) Limit

445y Lims

The information here should be verified against the Individual Cap Analysis reports, for
sach of the payees affected.

5.2 Administrative Cost Allocation

As noted above, Plan Sponsors must pay the costs incurred by SDCERS for
administering the 415(m) RBP program. In January of each year, The Accounting
manager will prepare an invoice for each Plan Sponsor for whom the 415(m) program
was implemented.

This invoice will contain a listing of the payess for whom RBP payments were 1ssued,
along with the total number of payments issued. The administrative cost per payee per
moenth will be multiptied by the number of payees participating in the RBP program for
each Plan Sponsor. To this sub-total will be added the cost of tax withholding and
reporting for each payee.

Under no cicumstances are admimistrative costs to be paid out of the Replacement
Benefit Fund. The Replacement Benefit Fund is only to be used to pay replacement
benefits to the member, or the member’s associated payees. Amounts received by

Created on 8/972006 1:40:00 PM

Pagst6 of 17 #1.0



Praject: SDCERS Tax Compliance

,,,,, Mary Anse Wallter

= A DRAFT 08/09/2006
coon i Document: 415(b)

ny
. ot

SDCERS for adimmnistraiion of the RBP will not be combined or in any way mixed with
those funds used o pay replacemeni benefits.

If any discrepancy ts found, the Accounting Assistant Manager will immediately notify
the Benefit Manager and confirm that the 415(b) Payroll adjustments taken were
appropriate and correctly reflected all 415(b) imit reporting used during the process. I
the discrepancy is found to be on the Plan Sponsor side, the Accounting Manager will
contact the appropiiate Plan Sponsor representative to report all findings and provide
documentation as needed for resolution.

YVersion Control "
‘( Yersion | Duge CAhangys fram sreviens version

P L usmsme ! Injtial Draf
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gerational &r

This document presents the operational process implemented by SDCERS io:

. Screen individual post-tax contributions for 415(c) compliance, prior to
acceplance;

2. Screen entire active member population with post-tax contributions annually;

3. Implement a retund of contributions program for those members found to have
contributed beyond the apphcable 415(c) limits.

The key stakeholders m this process are:
s Active Members making post-tax coniributions;
= Plan Sponsers who employ SDCERS members;

«  Member Services staff members, responsible for quahfying and
accepting post-tax contributions;

= Member Services manager(s), responsible for monitoring requests for
post-tax service purchase contributions, and coordinating comumunication
and information exchange with plan sponsors,

Also  responsible for annual active population screening and
implementation of reduction according to priority agreed upon with plan
SPOnsors.

The highest level process flow is as follows:

Post-tax Contributions
B ‘I accepted or denied, based on
Individual | Screening Resulls using data

Sasening at | from Employer and SDCERS'
application for Benefils administration Systam

| Post-ax E
!' Contribution ;

.y

4
:
S

Contributions Refunds
made as necessary,
according to the
prioriization plan agreed
upen with Plan Sponsors

i Sereening of
Actve

" Population

L using Data

i Files from

! Plan

! Sponsors

i
L
P

H

L

Figure 1
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2.4 Individual Application and Screening Process

When SDCERS is approached by an active member with a request to purchase service
time using post-tax dollars, SDCERS must complete 415(c) screening prior 1o accepting
the purchase.

2.11  Aggregation of All Posi-tax Annual Contributions

Step 1. Review and Qualify Application for Service Purchase

SDCERS® Member Services staff members will receive the request for service purchase
from an active member, and determine whether or not the member is actually eligtbie to
purchase the time requested.' If eligible to make the purchase, and the purchase is to be
made with post-tax doliars for any type of service other than permissive service credit,
the application 1s marked for 415(c) testing before the application and any funds have
been -accepted. For a detailed explanation of permissive service credit, please see the Ice
Miller 415 report.

Step 2. Aggregation of Current Year Contributions

«  Sum all year-to-date non-permissive service credit purchases, made with post-tax
SDCERS coniributions by the member.

= Contact the member’s employer with a request for a report of the member’s year-
to-date after-tax contributions to 401(k) and SPSP plans. 1t is important that this
report also indicate the projected contribution total for the current vear, and that
both employee and employer contributions are included. Further, the report must
include the member’s year-to-date Medicare wages,

»  Assess the vear-to-date total and projected current grand total of all post-tax
contributions, including the requested service purchase.

e e ey E——

l Year {0 Date Pus;t E i;m;e_cied Pos%tax i

Year-to-Daie Posk-{. tax Contributions ! g Contripulions io
tax Contribuiions & "‘““”@EW ¢ io Employer- | S | both SDCERS and
to SDCERS sponsared Defined | g Errployer DC l
1 Canlrsbutlon Ptansj F'lans j

2.1.2  Testing and Contribution Reduction

Step 3. Testing Against 415(¢) Limits

«  Compare the sum total of all year-to-date and projected post-tax contributions, as
derived in Step 2 above, to the current year 415(c) fimits. If the sum total is less

' This is done according to the existing process for processing service time.
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than the applicable 415(c) limit,” then the posi-tax service purchase may be
accepicd by SDCERS.

If the sum total is greater than the applicable lumit, the member must be counseled

on the need to reduce or stop his or her contributions io the employer’s defined
contribution plans in the current year. Reductions may also be necessary in the
following yeai(s) if a long term .service purchase contract is established with

SDCERS.

E 1 | Year-lo-Date Pos | Proected Posl-lax ! Lesser of 100% of |
Year-o-Date Post-t & i tax Confribulions g | Conribuions lo i Compensation OR
¢ iax Contrbutions | ° to Employer- sl o SPCERS andl { ! Curreni

to SDCERS } sponsared Defined & } Employar 0 | Contribistion Limil |

|oas Betby RS |

!
i
o e i)

| Gontribution Pans ! Plans

i SR

Step 4. Conéribution Reduction

&

After counseling, if the member elects to make the SDCERS service purchase and
reduce coniributions to the employer’s DC plans, a worksheet will be given to the
member, and a copy forwarded to the employer.

The worksheet will contain the following critical information:

}
2.

The applicable 415(c) limit for the current year

Calculations indicating the amount that will exceed the limit, if the
purchase is made

Required reductions, according to the following priority:

First: 401{k) — excess contributions refunded io the
member

Second: SPSP - voluntary contributions only
Third: SDCERS ~-purchase total reduced

Total amount of service to be purchased, and the total amount in post
tax dollars to be accepted by SDCERS.

Member's signed acceptance of responsibility for notifying his or her

.employer of the necessary reduction(s) to the DC plans.

? For detailed information on how to determine which limit will apply, please see the Tce Miller 415
Strategy Report,
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At the end of each calendar year, SDCERS will test all members from whom post-tax

* contributions were accepied during the year.

In order to execute this test, 1 will be

necessary to receive a data file from each of the plan sponsors. This information will be
combined with post-tax contribution data from PensionGold, and analyzed. Any member
found to have over-contribuied during the year, will receive a refund of those excess

contributions.
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2.2.1 Production of the Annual Repori

In February of cach vear, the Member Services manager will produce the 415 {¢) Annual
Report for the previous calendar year, using the 415 Screening Tool. This report will
provide a histing of all members with post-tax contributions during the previous year,
- along with the following information thai will make it possible to request plan sponsor
data:

¢ Name

»  Employee 1D or SSN

«  Employer

» - Total Post-tax Contributions

¢ 415(c) Limii {(as determined at poini of Service Purchase)
« Reduction Required ¥Y/N (at the point of Service Purchase)

2.2.2 Receipt of Plan Sponser Data

In February of each year, SDCERS will request a data file from cach of its plan sponsors,
to be used in 415(c) limit testing for the previous calendar year. This file must contain
the following information for each of the SDCERS members requested:

¢« Name

¢« Employee I or SSN

e Total Medicare Wages

« Total 401(k) Employee Contributions
«  Total 401(k) Employer Contributions
« Total SPSP Employee Contributions
« Total SPSP Employer Contributions

When the plan sponsor’s data files are recerved by SDCERS, they will be imported into
the screening tool, and the 415(c) Annual Anaiysis report will be produced.

2.2.3  Production of the Annual Analysis Report

The Annual Analysis Report will return a detailed listing of all members with post-fax
contributions to SDCERS in the calendar year selected by the user.  The tool will use
both PensionCold data and the plan sponsors’ data files to determine whether the
members listed have exceeded the 415{(c) limit. The following information will be
inciuded for all members returned on this report:

=  Name

« Employee [D or SSN

Created on 6/9/08

Pape fral' 7 w10




Blary Anne Wallier
DRAFT 66/27/72006

Pracument: 41 3¢y Operationa!

Total Medicars Wages
Total 401k Emplovee Contributions

Total 401k} Employer Contributions
«  Total SPEP Es'ﬁpm};ea: Contributions
Total SPSP Employer Contributions
e« Towt SDCERS Post-tax Contributions
e Cpand Total Post-tax Contributions m Al Plang
e 4130c: Limit

¢ Conptribution Amount Exceeding Limit (i any)

2.2.4  Process to Return Excess Contributions

or: the Annual Analvsis Beport s found 16 have an amount oxceeding his
i, the Member Services manager will review that member’s file. The

shou ic% L,msmam the work heﬁi produced duning the service purchase process. The file
mav then be referred 1o the Comphiance Reviow Group for further review, as appropriate.

Step 1. Send Motification and Returs of Contributions Reques!

wnmunicanion and a completed worksheet will be sent 10 the member and the
state the amount and sourne of

m,,«
-
£k
o
o
jui
(3

mﬂmhﬂ"% “mpﬁeww This commumcation will clearly

Y
exeess contributions that must be returned o the member, according o the following
Uity
Firgt: 40110 — excess contributions refunded 1o the
membe

second: SPSP - voluntary contributions only
Third: SDCERS — purchase wotal reduced

Step 2. Receive Confirmation of Returned Contributions

Il

] %’: comununication will inchude a request for confinmation of the ¢

ompleted. Heonfinmaion i ngd w%;i'&m 1204 '
return; the excess contributions member’s S
service tme avcordingly

B oS BRE ONE N MENY R FERE FLBE LS SRR TS BB ER YR BEES BN B REEREE SO FE RRE BRE RS RERE Y 8R4

SYersion Conrod

5 ; iy R T R T - e
Version Linte Changes fram previous version
i 061271006 fmitsnl T

Created on BGHGS
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Exhibit E

SDCERS Retroactive 415 Testing for VCP (2007)

Date of

Member |2 Retirement

DO OO NNOEED AU DWW W R R e

12/712004
121712004
12/712004
12/31/20605
12/31/2005
11/5/2004
11/6/2004
11/5/2004
4/27/2005
4/27/2005
4/27/2005
4/22/2004
4/22/2004
4222004
4/22/2004
11/4/2004
11/4i2004
11/4/2004
2/2/2008
21312006
712072002
7120/2002
7/20/2002
12072002
712072002
12/18/2004
12/18/2004
12/18/2004
106/11/2003
1071172003
10/11/2003
10/11/2003
211272005
211272005
211272005
12/116/2003
12116/2003
12/16/2003
12/18/2003
4/15/2005
4/15/2005
41612005
11712006
11712006
3312001
37312001
3/31/2001
3/31/2001
313172001
3/31/2001
313112001
3/9/2008
3/9/2008
/2812005
9/28/2005

Member DOB 415 Limit Year

9/7/1980
9711960
9711960
12/211948
12/211848
11/5/1949
11/5/1949
11/511849
3/191845
3/18/1945
3/19/1945
21251947
212511947
2/25/1947
2125/1847
8/31/1948
8/31/1948
8/31/1948
11/11/1845
11/11/1945
3i29/1947
3/28/1947
32911947
3/29/1947
34291947
10/8/1949
10/8/1849
10/8/1848
21171948
2017/1848
2171948
201711948
81171948
9/11/1949
9/11/1949
10/23/1948
10/23/1948
10/23/1948
10/23/1946
7/18/1948
711811948
711871948
1/16/1851
11611951
3115/1946
3/15/1946
3/15/1946
3/15/1946
3/15/1946
3/18/1946
3/15/1946
TIZ8/1947
7i28/1947
9/28/1950
9/28/1950

2005
2006
2007
2006
2007
2005
2006
2007
2005
2006
2007
2004
2005
2006
2007
2005
2006
2007
2006
2007
2003
2004
2008
2006
2007
2005
2006
2007
2004
2005
2006
2007
2005
2008
2007
2004
2005
2006
2007
2005
2008
2007
2006
2007
2001
2002
2003
2004
2005
2006
2007
2006
2007
20066
20067

415 Testing
Benefit
100,278.49
100,278.49
100,278.49
20498817
204.988.17
143,700.01
143,700.01
143,700.01
251,414.37
25141437
251.414.37
172,743.70
172,743.70
172,743.70
172,743.70
148,155.%1
148,155.1
148,155,831
221,407.84
221,407.84
111,348.22
111,348.22
111,348.22
111,348.22
111,348.22
129,208.72
120,208.72
120,208.72
133,200,982
133,200.92
133,200.92
133.206.92
120,870.33
120,870.33
120,870.33
138,661.73
139,661.73
139.661.73
139.661.73
122,886.21
122.886.21
122,896.21
104,313.92
104,343.92
97,267.59
97,267.58
97,267 59
97,267 .59
97.267 .58
97,287 .59
97,267 .59
161,872.60
161,872.60
106,276.42
106,276.42

Uniform?7?
(Yes/No}

NG
NG
NG
NG
NG

Adjusted 415
Limit

33,439.08
34,437.26
35,435.44
106,719.02
109,812.32
85,368.35
87,916.68
90,464.97
138,674.31
142,813.84
146,953.37
101,303.37
104,420.40
107,537 .43
110,654.45
95,257 51
98,101.02
100,944.53
144 611.94
148,803.59
83,668.56
85,290.18
87,914.50
90,538.81
83,163.13
86,974.03
89,570.27
92 166.51
88,027.37
90,735.91
93 444 44
96,152.88
88,832.03
91 483.73
94 135 .44
101,193.23
104 306.87
107.426.51
110,534.15
100,432.04
103,430.01
106,427.98
87,940.28
890,489.27
75.000.00
78,134.72
81,582.95
83,176.09
85,735.36
88,284 67
90,853.89
123,600.9
127,183.55
87 916.66
90.464.97

Amount

Qverpaid
66,839.41
B5,841.23
64,843.05
98,269.15
095,175.85
58,331.68
55,783.35
53,235.04
112,740.06
108,600.53
104,461.00
71,440.33
B8,323.30
B5,206.27
82,089.25
52,898.40
5G,054.89
47,211.38
76,735.80
72,604.25
27.679.66
28,058.04
23,433.72
20,809.41
1§,185.09
33,235.69
30,638.45
2804321
45,173.55
42 46501
36,756.48
37,047 .94
32.038.30
29,386.60
28,734 .89
38,468.50
35,354.86
32,241.22
29,127.58
22,464 .17
19,466.20
1648823
16,373.64
13,824.65
22,267.58
18,132 .87
15,684 .64
14,091.50
11,532.23
8,972.97
641370
38,37168
34,789.05
18,359.76
15,811.45

Overpayments
Rotled
Forward te
8/30/2007
77,961.49
71,108.53
64,843.05
106,130.68
95,175.85
68,038.05
60,246.02
53,235.04
131,500.01
117,288.58
104,461.6C
89,994.24
79,692.30
7042277
62,089.25
61,700.69
54,050.28
4721138
82,939.57
72.604.25
37,657.88
32,826.63
27,333.09
2247417
18,185.09
38,766.11
33,090.6C
28,043.21
56,905.66
49.531.19
42,937.00
37.047.94
37,369.47
31,737.53
26,734.89
48,459.23
41,237.90
34,820.51
20,127.58
28,202.20
21,023.49
16,468.23
17.683.53
13,824.65
35,335.87
28,112 .47
21,338.78
17,751.24
13,451.20
9,690.81
6.413.79
41 44142
34,789.05
19,828 .54
15.811.45



SDCERS Retroactive 415 Testing for VCP (2007)

Date of

Member i3 Retirement

18
18
18
18
18
19
19
20

712442002
712412002
TI2412002
7/24/2002
712412002
12/31/2005
12/31/2005
4/22/2004
4/22/2004
41222004
4/22{2004
5/28/2003
5/28/2003
5/28/2003
5/28/2003
5/28/2003
4222004
412212004
4/22/2004
412212004
12/31/2005
12/31/2005
71172004
71712004
7ITI2004
1/2912008
1129/2005
1129/2005
9/186/2005
9/M6/2005
5/1/2004
5/1/2004
5/1/2004
5/1/2004
1/1/20605
111/2005
11112005
6/5/2004
8/5/2004
6/5/2004
6/5/2004
716/2002
7/6/2002
716/2002
716/2002
71612002
10/13/2004
10/13/2004
10/13/2004
9117120014
9/17/2001
8/17/2001
$/17/2001
81742001
8172001
612812005
612812005
B/29/2005

Member DOB 415 Limit Year

311H1e47
3111847
3111947
3it/1947
3111047
1/22/1951
1/22/1951
32945
3/211945

31211945

3/211945
9/28/1947
9/29/1947
9/29/1947
9/29/1947
9/28/1947

6/3/1945

6/3/1945

6/3/1845

6/3/1945
7110/1948
7110/1848
1/12/1946
1/12/1948
1/12/1948
9/23/1949
91231949
9/23/1949

6/8/1960

6/8/1950
3/24/1948
3/24/1949
3/24/1949
3/24/1849
4/15/1849
4/15/1949
4/15/1849

8711946

8/711946

8/7/1946

871946

12/13/1846
12M13/1946
1211311946
12/13/19486
12/13/1846
10/12/1949
10/12/1949
10/12/1949
6/13/1943
6/13/1943
6/13/1943
6/13/1943
6/13/1943
6/13/1943
5/13M1947
5113/1947
5/13/1947

2003
26004
2005
2006
2007
2006
2007
2004
2005
2006
2007
2003
2004
2005
2006
2007
2004
2005
2006
2007
2008
2007
2005
2006
2007
2005
2006
2007
2006
2007
2004
2005
2006
2007
2005
2006
2007
2004
2005
2006
2007
2003
2004
2005
2006
2007
2005
2606
2007
2002
2003
2004
2006
2006
2007
2005
2008
2007

415 Testing
Benefit
95,574.83
95,5674.83
95.574.83
95,574.83
95,574.83

206,212.15
206,212.15
142 33577
142 331,77
142 331.77
142,331.77
103,888.00
103,988.00
103,988.00
103,988.00
103,888.00
141,133.95
141,133.95
141,133.95
141,133.95
121,744 43
121,744.43
145,7986.29
145,796.29
145,796.29
96,103.68
96,103.68
96,103.68
98,249.13
98.249.13
183.241.09
183,241.09
183.241.09
183,241.09
99,632.64
99,632.64
99,632.64
173,770.C1
173.770.01
173,770.01
173,770.01
81,561.58
91,561.59
91,561.5¢
91,661.58
91.561.50
90,492.17
90,492.17
80.452.17
106,181.46
106,181.46
106,181.46
106,181.46
106,181.46
106, 181.46
169.585.61
169,585.61
169.585.61

Uniform?7
(Yes/No)

NG
NO
NC
NG
NC
YES
YES
NO
NO
NO
NO

Adjusted 415
Lirnit
84.371.08
86,002.30
88,648.52
891,204.75
93.940.97
172,500.00
177,500.00
122,423.35
126,180.22
129,957.08
133,723.96
86,478.85
88.138.64
90,850.60
93 562.56
96,274.52
119,446.29
123,121.56
126,796.83
130,472.10
110,869.53
114,083.14
118,878.30
122,426.91
125,975.51
88,258.57
£20.893.16
03,527.74
80,231.71
82 847 .12
162 ,500.00
187.500.00
172.500.00
177,500.00
91,240.55
93,964.15
96,687.75
162,500.00
167,500.00
172,500.00
177.500.00
85.6888.31
87 337.51
90,024.82
9271213
95 399.44
85,391.28
87 940.28
80,489.27
92.662.33
110.563.73
112 534 10
115,896 .69
119,459.28
122,921.86
167 .500.00
172.500.00
177.,500.00

Amount
Querpaid
11,203.75
6,572.53
6,926.31
4,280.08
1,633.86
33,712.18
28,712.15
19,908.42
16,141.55
12,374.68
8,607.81
17.509.35
15,849.36
13,137.40
10,425.44
7.713.48
21,687.66
18,012.39
14,337 12
10,661.85
10,874.90
7.661.29
26,817.99
23,369.38
19,820.78
7.845.11
| 5,210.52
2,575.94
8,017 .42
5,402.01
20,741.08
15,741.09
10,741.09
5.741.09
8.382.09
5,668.49
2.944.89
11,270.01
6,270.01
1,270.01
5,873.28
4,224.08
1,536.77

5,100.89
2,551.80
2.90
13,519.13

2,085.61

Qverpayments
Rolied
Forward to
6/30/2007
15,242 .58
12,058.63
8.078.85
4,622.48
1,633.86
36.409.12
28,712.15
25078.87
18,827.50
13,364.65
8,607.81
23,821.27
19,965 62
15,323.46
11,259.47
7.713.48
27,320.20
21,009.65
15,484.09
10,661.85
11.744.89
7.661.29
31,397.14
25,238.93
19,820.78
9,150.54
5,627.38
2,575,94
8,658.82
5,402.01
26,127.80
18,360.41
11,600.38
5,741.08
9,788.54
6,121.97
2,944 .89
14,196.87
7,313.34
1,371.61

7.990.53
532112
1,792.49

5.949.68
2,756.04
2.80
19,864.04

2,432.66



SDCERS Retroactive 415 Testing for VCP (2007)

Date of

Member ID Retirement

34
34
34
34

6/28/2003
6/28/2003
6/28/2003
6/28/2003
6/28/2003
9/1/2004
9/1/2004
9/1/2004
4/8/2006
4/8/2006
3/1/2002
3172002
3/1/2002
31172002
342002
3M1/2002
2/2/2001
2/2/2001
21212001
2022001
2/2/2001
2/2/2001
212/2001
7{29/2005
7/29/2005
7/6/1991
7/6/1991
71611991
7161991
71611991
7{6/1891
71611991
71611991
7/6/1991
7181891
71811681
7/8/18%1
7/6/1901
7/6/1991
7/6/1991
7/6/1991
1/5/1993
1/5/1983
1451993
1511993
1/5/1983
1/5/1993
1/5/1993
1/5/1993
1/5/19893
1/5/1993
1151923
1/5/1983
1/5/1993
1/5/1983
1/5/1993
4/24/2006
4/24/2006
7/126/2005
7/26/2005
6/30/20068
6/30/20086

Member DOB 415 Limit Year

10/30/1946
10/30/1946
10/30/1948
10/30/1946
1013011948
1/20/1945
1/20{1948
1/2011945
1/3/1848
1/3/1949
10/21/1950
1072171850
10/21/1950
10/21/1950
102111950
1672171950
8/23/1944
8/23/1944
8/23/1944
8/23/1944
8/23/1944
8/23/1944
8/23/1944
7/28/1969
7/28/1869
3171831
3/1/193%
3/11931
3111931
311118934
3Mne3
31111931
311831
34111831
311193
311931
3/1/1931
3111831
31/1931
31193
e
114111938
11141938
11/1/1938
11/1/1938
1111938
11/1/1938
11/1/1938
11/1/1938
11/11938
11/1/1938
117111938
11111938
11111838
11/1/1038
11/1/1938
4/24/1951
4/24/1851
12/24/1969
12/24/1969
5/6/1851
5/9/1861

2003
2004
2005
2006
2007
2005
2006
2007
2008
2007
2002
2003
2004
2005
2006
2007
2001
2002
2003
2004
2005
2006
2007
2006
2007
1992
1893
1894
1985
1996
19897
1998
1899
2000
29001
2002
2003
2004
2005
2006
2007
1983
1294
1895
1996
1997
1998
1998
2000
2001
2002
2003
2004
2005
2006
2007
2006
2007
20086
2007
2006
2007

415 Testing
Benefit
96,544.86
96,544,386
96,544.88
96,544.86
96,544.86
172,234.34
172,234.34
172,234.34
110,937 .20
110,937.20
153,216.61
153,216.81
153,216.61
153,216.61
153,216.61
153,216.61
191,776.47
191,776.47
181,776.47
191,776.47
191,776.47
191,776.47
181,776.47

25,959.19

25,959.19
101,839.80
101,639.80
101,639.80
101,639.80
101,639.8C
101,639.80
101,639.80
101,639.80
101,639.80
101,639.80
101,639.80
101,639.80
401,639.80
101,639.80
101,639.80
101,639.80
118,672.64
112,672.64
118,672.64
118,672.64
119,672.64
119,672.64
116,672.64
119,672.64
118,672.64
119,672.64
119,672.64
118,672.64
118,672.64
19,672.64
119,672.64
105,898.31
105,898.31

17,727.24

17,727.21
101,307.38
101,307 .38

Uniform??
{Yes/No)

Adjusted 415
Limit
94,944.10
96,716.92
98,602.82
102,668.73
105,644.63
167,500.00
172,500.00
177,500.00
108,648.13
111,797.38
150,000.00
160,000.00
162,500.00
167,500.00
172,500.00
177,500.00
75,600.00
83,863.19
93,015.89
B84,763.3C
87,679.09
100,594,388
103,510.68
17,473.83
17,980.32
75,000.00
75.600.00
75,016.94
75,165.57
75,297.26
75,845.99
76,943.45
77,492.18
78,758.31
81,508.37
109,239.70
135,626.91
137,884.00
142,126.59
146,369.17
150,611.76
113,931.00
117,220.50
119,400.00
120,060.00
122,500.00
127,500.00
130,000.60
132,500.00
137,500.00
150,000.00
160,000.00
162,500.00
167,500.00
172,500.60
177,500.00
87.916.66
90,464.87
14,976.18
15,410.27
80,121.43
81,704.66

Amount
Overpaid
1,600.78

4,734.34

2,289.07

3,216.61

116,776.47
107.913.28
98,760.58
97,013.17
94,097.38
91,181.59
88,265.79
8,485.36
7,978.87
26,639.80
26,638.80
26,622.86
26,474.23
26,342.54
25,793.81
24,696.35
24,147 .62
22,881.49
20,133.43

5,741.64
2,452.14
272.64

17,681.65
15,433.34
2,751.03
2,316,924
12,185.95
9,602.72

Overpayments
Rolied
Forward to
6/30/2007

2,177.82

5,522.14

2,472.20

4,726.26

185,309.58
158,560.01
134,362.68
122,208.65
108,755.18
98,476.12
88,265.72
9,164.19
7,978.87
84,505.96
78,246.26
72,404 .17
66,866.62
61,421.30
55,686.21
49,368.12
44,695.56
39,214.86
31,840.23

16,864.32
6,668.91
686.56

19,420.18
15,433.34
2,971.11
2,316.94
13,160.83
9,602.72



SDCERS Retroactive 415 Testing for VCP (2007)

Date of

Member ID  Retirement

45
45
45
45
45
45
45
45
45
46
46
46
46
46

10/3/1998
10/3/1088
10/3/1998
10/3/1998
10/3/1598
10/3/1998
10/3/1998
10/3/1998
10/3/1898
12/7/1999
12/7/1999
12/7/1999
12/711999
12/7/1999
12/7/1999
12/7/1999
121771999
41112002
4/1/2002
4/1/2002
4/1/2002
4/1/2002
4/4/2002
9/1/2005
9/1/2005
716/2000
7/6/2000
71812000
71812000
7/8/2000
7/6/2000
7/6/2000
104612004
10/6/2004
10/6/2004
12/31/2005
1213172005
5{21/2000
5/21/2000
5/21/2000
5{21/2000
5/21/2000
5/21/2000
5/21/2000
5/21/2000
3/26/2004
3/26/2004
3/26/2004
3/26/2004

Member DOB 415 Limit Year

10/1/1840
10/1/1940
10/1/1940
10/1/1940
10/1/4940
104111840
10111940
10/11940
101171940

14171940

1171840

11171940

1/1/1940

1711940

1111940

111/1940

11111940
107174937
10/11937
10M1H937
1011937
1011937
10/1/4937

9/1/1950

8/1/1950
12/1/1943
12/1/1943
12/1/1943
121171943
12/1/1943
12/1/1943
12/1/1943
10/8/1849
10/6/1849
10/6/1949
9/15/1849
9/15/1949
5/i21/1945
5/21/1945
52111945
5/21/1945
521/1945
5/21/1945
5211945
5/21/1945
22011947
22011847
212011847
21201947

1999
2000
2001
2002
2003
2004
2005
2008
2007
2000
2001
2002
2003
2664
2003
2008
2007
2002
2003
2004
2005
2006
2007
2006
2007
2001
2002
2003
2004
2005
2006
2007
2005
2006
2007
2008
2007
2000
2001
2002
2003
2004
2008
2006
2007
2004
2005
2006
2007

415 Testing
Benefit
100,076.96
100,076.96
100,076.86
100,076.96
100,676.96
100,076:96
100,076.96
100,076.96
100,076.96
190,291.55
190,291.55
190,291.55
190,291.55
190,291.55
190,291.55
190,291.55
180,291.55
224,292 57
224,292.57
224,292 57
224,292 .57
224,292 57
224,292 .57
95,667.92
95,667.92
100,746.23
100,746.23
100,746.23
100,746.23
100,746.23
100,746.23
100,746.23
88,940.14
88,840.14
88,940.14
119,781.31
119,781.31
88,947.16
88,947 .16
88,947 .16
88,947 .16
88,947.16
88,947 .16
88,047.16
88,847.16
104,608.45
104,608.45
104,608.45
104,608.45

Uniform??
(Yes/No)

Adiusted 415
Limit

75,000.00
75,000.00
75,000.00
91.261.12
107,771.10
109,707.79
113,083.41
116,459.03
119,834.66
132,500.00
137,5C00.00
150,000.00
160,000.00
162,500.00
167,500.00
172,500.00
177,500.00
150,000.00
160,000.60
162,500.0C
167,500.00
172,500.00
177,500.00
87.916.66
90,464.97
75,000.00
84,548.26
94,382.73
96,148.14
99,106.55
102,064.95
105,023.36
85,368.35
87,916.66
90.464.87
99,203.57
102,079.04
75,000.00
75,000.00
77 .958.75
81,231.69
82,820.04
85,368.35
87,916.66
90,464.97
100,725.14
103,824.38
106,823.62
110,022.85

Amoury
Overpaid
25,076.96
25,076.96
25,076.96
8,.815.84

57,791.55
52,791.55
40.291.55
30,291.55
27,791.55
22,791.55
17,791.86
12,791.56
74,292 57
64,292.57
61,792.57
56,792.57
51,792.57
46,792.57

7,761.26

5,202.95
25,746.23
16,197.97

6,363.50

4,598,089

1,639.68

3,671.79
1,.023.48

20,577.74
17,702.27
13,947.16
13,947.16
10,988.41
7.715.47
6,127.12
3,578.81
1,030.50

3,883.31
784.07

Overpayments
Rolled
Forward 1o
813072007
46.415.70
42,977.50
39,793.98
12,953.36

99,044.57
83,773.56
§9,201.51
41,211.32
35,008.35
26,684.07
19,214.88
12,791.55
109,180.16
87,469.33
77,840.84
66,242.85
55,835.98
46,792.57
§,371.36
5,202.95
40,8586.03
23,800.13
8,657.47
5,792.27
1,912.52

4,166.13
1,105.36

22,223.96
17,702.27
23,802.98
22,132.39
16,145.57
10,496.81
7.,718.40
4£174.32
1,112.94
4,891.86
914.54



SDCERS Retroactive 415 Testing for VCP (2007)

[ate of

Member ID  Retirement

54
54
54
54
54
54
54
54
54
54
. 85

1213171997
1213171997
12/31/1897
12/31/1997
12/31/1997
12/31/1997
12/31/1997
12/31/1997
12/31/1997
1213171997
4112002
41172002
4172002
4/1/2002
4/1/2002
4/1/12002
9/9/2005
9/9/2005
6/17/2008
6/17/2006
21311998
2/3/1998
2{3/1988
2/3/1998
2/3/1998
2/3/1998
2/3/1998
2311998
2131998
2/3/1998
12117/2005
1211772005
2{25/1997
212511997
2/25/1997
2/25/1997
2/25/1997
2/25/1997
212511997
212511997
212511997
2/25/1997
2{25/1997
5/25/2005
5/25/2005
5/256/2005
1/8/1985
1/6/1995
1/6/1985
1611985
1/6/1985
1/6/1995
17/6/1995
1/6/1995
1/6/1995
1/6/1985
1/6/1985
1/6/1995
1/6/1995

Member DOB 415 Limit Year

6/1/1941
6/1/1841
6111841

6/1/1941°

6/1/1941
6/1/1841
6/1/1841
6/1/1941
6/1/1941
61111941
6/18/1935
6/18/1935
6/18/1935
6/18/1835
6/18/1935
6/18/1935
8/14/1947
8/14/1947
4/24/1949
4/24/1949
11111943
1111943
1711943
17111843
1/1/1843
17111943
1/1/1943
11171943
11111943
11111943
2/2711947
20271947

11/1/1935

111171935
11/1/1938
11/1/19356
11/1/1936
11/1/1935
111111935
11/1/11938
11111935
11/1/1935
111144935
3/31/1943
3/31/1943
3/31/1843
12171928
12/7/1929
12/711929
12/7/1929
12/7/1929
121711928
121771929
121711928
121771928
12/7/1929
1217/1929
12711928
12/7/1929

1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2002
2003
2004
2008
2008
2007
2006
2007
2008
2007
1998
1999
2000
2001%
2002
2003
2004
2005
2006
2007
2006
2007
1997
1998
1999
2000
2001
2002
2003
2004
2005
2008
2007
2005
2006
2007
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

415 Testing
Benefit
§3,678.77
83,878.77
83,678.77
83,678.77
83,678.77
83,678.77
83,678.77
83,678.77
83,678.77
83.678.77
242,226.86
242.228.86
242,226.86
242,226.86
242.226.86
242 226.86
120,271.09
120,271.09
123,231.56
123,231.56
139,783.57
139,783.57
139,783.57
138,783.57
138,783.57
138,783.57
139,783.57
139,783.57
139,783.57
139,783.57
129,832.62
129,832.52

90,547.71

80,547.71

80,547.71

80,547.71

80,547.71

90,547 .71

90.547.71

80,547.71

90,547 .71

80,547.71

80,547.71
186,937.92
186,937.92
186,937.92
151,349.77
151,349.77
151,349.77
151,349.77
151,349.77
161,349.77
161,349.77
151,349.77
151,349.77
151,349.77
151,349.77
151,349.77
151,349.77

Uniforrm??
(Yes/No)

NG
NC
NO
NC
NC

Adjusted 415
Limit
75,000.00
75,000.00
75,000.00
75,000.00
84,487.09
94,260.69
96,024.49
98,879.10
101,933.70
104,888.30
163,145.65
187 425.39
-180,885.10
195,830.8C
201,676.50
20752219
117,209.08
120,606.46
107,420.51
110,534.15
127,500.00
130,000.00
132,500.00
137,500.0¢
150,000.0C
160,000.00
162,500.00
187,500.00
172,500.00
177,500.00
125,851.10
129,498.95
80,068.08
83,337.21
84,971.27
86,605.33
89,873.46
120,453.78
149,462.36
151,861.02
156,533.67
161,208.31
165,875.96
167,500.00
172,500.00
177.,500.00
107,940.92
108,483.33
110,743.40
115,263.54
1%7,623.614
119,783.68
124,303.82
143,875.83
161,173.47
- 163,677.28
168,713.50
173,749.72
178,785.95

Amount

Overpaid
8,678.77
8.678.77
8678.77
8,678.77

79,081.21
54,801.47
52,241.76
46,396.06
40,550.36
34,704.67
3,062.00
15,811.05
12,697 .41
12,283.57
9,783.57
7,283.57
2,283.57

3,881.52
333.87
10,478.63
7,210.50
5,576.44
3,942.38
6874.25

19,437.92
14,437.92

9,437.92
43,408.85
42 ,866.44
40,606.37
36,086.23
33,826.16
31,566.09
27,045.85

7,473.94

Qverpayments
Rolled
Forward to
6130/2007
17,348.91
16,063.81
14,873.89
13,772.12

116,196.25
74,556.80
65,808.58
54,118.37
43,794.39
34,704,867

3,306.96
17,075.93
12,697.41
24,554.90
18,108.7C
12,482.75

3,623.73

4,300.04
333.67
22,622.58
14,413.83
10,321.81
§,766.55
1,068.95

22,672.39
15,592.95
8,437.92
109,310.88
99,840.07
87,666.11
72,136.55
82,608.87
54,098.74
42,918.53
10,981.67



SDCERS Retroactive 415 Testing for VCP (2007)

Date of

Member ID  Retirement

63

41111997
4/1/1897
4/1/1987
4/1/1997
4/1/1997
4/1/1997
44111987
4/1/1897
41111997
4/1/11997
4/1/1997
1213142005
12/31/2005
9/2/2005
9/2/2005
41212003
4/12/2003
4{12/2003
4/12/2003
4/12/2003
6/30/2004
6/30/2004
6/30/2004
8/30/2004
4/18/2006
4{18/2006
104471897
10/4/1897
10/4/1897
10/4/1897
10/4/1997
104411897
10/4/1997
10/4/1997
10/411997
104411997
3/30/2002
3/30/2002
3/30/2002
3/30/2002
3/30/2002

3/30/2002 -

10/26/1999
10/26/1999
10/26/1998
10/26/199%
10/26/1999
10/26/1998
10/26/1999
10/26/199¢
1/9/1986
1/9/1996
1/9/1996
1/8/1996
1/9/1996
1/2/1996
1/9/1998
1/9/1986
1/9/1998
1/9/1986
1/9/1996
1/9/1096

Member DOB 415 Limit Year

71111941
7111941
7111947
71111941
7111941
711119414
71411941
7/1/1941
71111941
71171941
7/174941
TH2/1948
711211948
325/1950
3/25/1950
41111943
4/4/1943
4/1/1943
41111943
411/1943
8/6/1946
8/6/1946
8/6/1946
8/6/1946
311011945
3/10/1945
4/1/1933
4/1/1933
4/1/1933
4/1/1933
4/1/4933
4/411933
41111933
41111933
41111933
4/1/1933
2/1/1943
21111943
2/1/1943
2/1/1943
21171943
2/1/1943
10/26/1944
10/26/1944
10/26/1944
10/26/1944
10/26/1944
10/26/1944
10/26/1944
10/26/1944
71111933
71411033
71411933
7/411933
71111933
7111933
7111933
7111933
711933
71111933
7/1/1933
7111933

1997
1998
1989
2000
2001
2002
2003
2004
2006
2008
2007
2006
2007
2006
2007
2003
2004
2005
2006
2007
2004
2005
2006
2007
2006
2007
1998
1999
2000
2001
2002
2003
2004
2005
2008
2007
2002
2003
2004
2005
2006
2007
2000
2001
2002
2003
2004
2005
2006
2007
1966
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

415 Testing
Benefit
78,022 97
78,022.97
78,022.97
78,022,897
78,022.97
78,022.097
78,022.97
78,022.97
78,022 97
78,022.97
78,022.97
117,869.59
117,860.69
188,638.83
188,639.83
161,807 .48
161,907.48
161,907.48
161,907 .48
161,907.48
164.,671.97
164.,671.97
164,671.87
164,671.97
193,659.75
183,650.75
131,743.67
131,743.67
131,743.67
131,743.67
131,743.67
131,743.67
131,743.67
131,743.67
131,743.67
131,743.67
168,017.97
168,017.97
168,017.97
168,017.67
168,017.67
168,017.97

77.197.79

77,197.79

77,197.79

77,197.79

7719779

77.197.78

7719779

77.197.79
106,200.77
106,200.77
106,200.77
106,260.77
106,260.77
106,200.77
106.,200.77
t06,200.77
106,200.77
106,200.77
106,200.77
106,200.77

Uniform??
{Yes/No)

Adjusted 415
Limit

75,000.00
75,000.00
75,000.00
75,000.00
75,000.00
80,928.28
87,1568.22
88,828.50
91,561.69
94,294.87
97,028.06
110,811.07
114,022.98
172,500.00
177,500.00
160,000.00
162,500.00
167,500.00
172,500.00
177,500.00
162,500.00
167,500.0C
172,500.00
177,500.00
157, 747.20
162,288.72
110,570.83
112,738.89
114,906.94
119,243.06
140,705,56
160,000.00
162,500.00
187,500.0C
172,500.0C
177,500.06
150,000.00
160,000.00
162,500.00
167,500.00
172,500.00
177,500.00
75,000.00
75,000.00
77,958.75
81,231.69
82,820.04
85,368.35
87,916.66
90,464.97
88,177.78
80,014.81
93,688.89
85,5625.93
97,362.96
101,037.04
131,437.04
160,000.00
162,500.00
167,500.00
172,500.00
177,500.00

Armounit

Qverpaid
3,022.97
3,022.97
3,022.97
3.022.97
3,022.97

7.0568.62
3,846.70
16,139.83
11,138.83
1.807.48

2171.97

35,942.55
31,371.03
21,172.84
19,004.78
16,836.73
12,500.61

18,017.97
8,017.97
5,517.97

517.97

2,197.79
2,197.79

18,022.99
16,185.96
12,511.88
10,874.84
8,837.81
5163.73

Overpayments
Rolied
Forward to
6/30/2007
6,526.36
6,042.92
5,595.30
5,180.83
4,797.07

7.623.31
3,846.70
17,431.02
11,139.83
2,595.11

2,736.06

38,817.95
31,371.03
42,324.60
35,176.52
28,855.20
19,836.20

26,474.31
10,908.36
6,951.05
804.16

3,766.82
3,487.81

42,023.10
34,944 27
25011.30
19,758.38
15,146.45

8,194.1¢8



SDCERS Retroactive 415 Testing for VCP (2007)

Oate of

Member 13 Retirement

73
73
73
73
73
73
74
74

3/30/2002
3/306/2002
31302002
3/30/2002
3/30/2002
3/30/2002
8/1/2005
8/1/2005
112812006
1/28/2006
10/10/2605
10/10/2005
11M18/2002
1115/2002
11/15/2002
11115/2002
11/16/2002
6/30/2008
6/306/2006
4/1/2002
4/4/2002
4/1/2002
4/1/2002
4/1/2002
4/1/2002
11/6/2000
11/6/2000
11/6/2000
11/6/2000
14/6/2000
14/6/2000
11/6/2000
101 /2003
1011 4/2003
10/14/2003
10/11/2003
8/56/2000
8/5/2000
8/5/2000
8/5/2000
8/5/2000
8/5/2000
8/6/2000
2/6/2004
2/6/2004
2/6i2004
21612004
12/31/2002
12/31/2002
12/31/2002
1213112002
1213172002
4/1/2002
44172002
4/1/2002
4/1/2002
4/1/2002
4/1/2002
2/6/2004
2/6/2004
2/6/2004
21612004

Member DOB 415 Limit Year

6111943
6/111943
6/1/1943
6/1/1943
6/1/1943
6/1/1943
7/31/1950
T/311850
4/8/1947
41811947
7/4{1949
7/4/1949
11/1/1644
117111944
117111944
11111944
111711944
11/14/19514
111141851
10/1/1945
10/1/1945
101171945
101111945
10/1/1845
10/1/1945
10/30/1845
10/30/1945
1013011945
1013011945
10/30/1945
10/30/1945
10/30/1945
3/5/1942
31511949
315/1845
3/5/1848
9/1/1939
9/1/1939
9/1/1938
9/1/1939
9/1/1938
9/1/1839
91171832
11111946
1171946
1111946
11171846
12/1/1941
127111941
12111841
1211941
121111841
21711941
2/711941
2711944
2711941
2/711941
21711841
6/15/1945
6/15/1945
6/15/1945
6/15/1945

2002
2003
2004
2005
20086
2007
2008
2007
2606
2007
2006
2007
2003
2064
2065
2006
2007
2006
2067
2002
2003
2004
2005
2008
2007
2001
2002
2003
2004
2008
2006
2067
2004
2008
2006
2007
2001
2002
2003
2004
2005
2006
2007
2004
2005
2006
2007
2003
2004
2605
20606
2007
2002
2003
2004
2005
2008
2007
2604
2005
2006
2007

415 Testing
Benefif
182,357.59
182,357.59
182,357.58
182,357.59
182,357.,59
182,357.59
t85,520,96
185,520.96
145,464 .90
145,464.90
102,863.41
102,863.41
169,426 .56
169,426.56
169,426.56
169,426.56
169,426.56
182,280.37
182,280.37
154,886.10
154,886.10
154,888.10
154,888.10
154,886.10
154,.886.10
75,481.7¢
75,481.79
75,481.79
75,481.79
75,481.79
75,481.79
75,481.79
166,581.16
166,581.16
166,581.16
166,581.16
07.643.62
97,643,862
9764362
97,643.62
97.643.62
97.643.62
97.643.62
165,203.49
165,203.49
165,203.49
165,203.49
163,616.96
163,616.96
163,616.96
163,616.96
183,616.96
158,193.67
158,183.67
158,163.67
158,193.67
158,193.67
168,193.67
163,573.22
183,573.22
163.573.22
163,673.22

Uniform??
(Yes/No}

YES
YES
YES
YES
YES
YES
YES
YES

NG

NG

NO

NO
YES
YES
YES
YES
YES
YES
YES

YES

Adjusted 415
Limit
150,000.00
160,006.00
162,500.60
167,500.00
172,500.00
177,500.00
172,500.00
177,500,060
125.851.10
129,498.95
98,941.06
101,808.92
180,000.00
162,500.00
167,500.00
172,500.00
177,506.00
172,500.00
177 500.00
150,000.00
180,000.00
152,500.00
167,500.00
172,500.00
177,500.00
75,000.00
78,024.74
81,363.41
82,953.56
85,505.97
88,058.39
90,610.81
162,500.00
167,500.00
172,500.00
177,500.00
86,319.69
115,690.80
143,588.61
145,929.84
150,419.99
154,.910.14
159,400.29
162,500.00
167,500.00
172.500.60
177,500.60
160,000.00
162,500.00
167,500.00
172,500.00
177,500.00
150,000.00
60,000.00
162,500.00
167.500.00
172,500.00
177,500.00
162,500.00
167,500.00
172,500.00
177,500.00

Amount

Overpaid
32,357.59
22,357.59
19,857 .59
14,857 .59
9,857.59
4,857 59
13,020.96
8,020,096
19,613.80
15,965.95
3,922.35
1,054.49
9,426.56
6,926.56
1,926.56

9,780.37
4,780.37
4,886.10

4,081.16

11,323.93

2,703.42

3,616.96
1,116.96

8,193.67

1,073.22

Overpayments
Rolled
Forward to
6/30/2007
47,543.92
30,417:25
25,014.84
17,328.88
10,646.20
4,857.59
14,062.64
8,020.96
21,182,914
15,965.85
4,236.13
1,054.49
12,824.73
8,725.47
2,247 .13

10,562.80
4,780.37
7,179.28

5,141.08

17.969.66

3,405.62

4,920.84
1,407.05

12,038.20

1,3561.84



SDCERS Retreoactive 415 Testing for VCP (2007)

Date of

Member I Retirement

1172312002
11/23/2002
11/23/2002
14/23/2002
11/23/2002
313172001
3/31/2001
31312001
3/31/2001
3/31/2001
3/31/2001
3/31/2001%
4{1/2002
4/1/2002
41112002
4412002
41/2002
4/1/2002
11M10/2001
11/10/2001
11/10/20C1
11/10/2001
171/10/2001
11710/2C01
3/31/2002
3312002
3/31/2002
3/31/2002
3/31/2002
3/31/2002
3/29/1997
3/28/1997
3/29/1097
3/29/1897
3/29/1997
3/29/1997
312911997
3/29/1997
3/29/1997
3/29/1987
3/29/1987
6/30/2002
6/30/2002
6/30/2002
8/30/2002
6/30/2002
6/30/2002
11£20/2006
10/30/2006
113172007
9/21/2006
3/24/2007
446/2007
6/2/2007
1/20/2067
11/14/2006

Member DOB 415 Limit Year

1111711948
1111711948
1111771948
1111711945
111711945
12/3/1943
12/3/1943
12/3/1943
121311943
12131943
12131943
121311943
11/1/1841
11111844
117111944
1171/1941
11/1/1844
11111941
6/17/1945
6/17/1945
6/17/1945
B/17/1945
6/17/1845
8/17/1945
3/21/1944
3/21/1944
31211844
3211944
32111944
31211944
8/1/1932
8111932
8/1/1932
8/1/1932
8/1/1932
8/1/1932
8/1/1932
B/1/11932
81111932
811932
8M1/1832
6/26/1941
6/26/1941
6/26/1941
6/26/1941
6/26/1941
6/26/1941
10/29/19561
10/30/1951
1212311943
12/2311943
712011948
41711951
5/10/1952
1/20/1952
9/1/1951

2003
2004
2006
2006
2007
2001
2002
2003
2004
2005
2006
2007
2002
2003
2004
2005
2008
2007
2002
2003
2004
2005
2008
2007
2002
2603
2004
2005
2006
2007
1997
1998
1999
2000
2001
2002
2003
2004
2005
2008
2007
2002
2003
2004
2605
2006
2007
2007
2007
2007
2007
2007
2007
2007
2007
2007

415 Tesling
Benefit
162,957.90
162,957.90
162,957.90
162 ,957.80
162,957.80
76,003.90
76,063.90
76,003.90
76,603.90
76,003.20
76,003.90
76,003.90
155,114.20
155,114.20
155,114.20
155,114.20
155,114.20
155,114.20
87,185.08
§7,185.08
87,185.08
87,185.08
87,185.08
87,185.08
152,901.70
162,801.7C
162,901.70
152,901.70
152,901.70
152,901.7C
112,133.77
112,133.77
112,133.77
112,133.77
112,133.77
12,133.77
213377
112,133.77
112,133.77
112,133.77
112,133.77
131,018.76
131,018.76
131,018.76
131,018.76
131,018.76
131,018.76
152,463.74
128,400.38
190,384.13
192,371.43
136,642.63
102,208.18
102,783.47
104,098.16
101,614.89

Uniform??
(Yes/No)
YES
YES
YES
YES
YES

Adjusted 415
Limit

160,000.00
162,500.00
167,500.00
172,500.0¢
177,500.00
7%,000.00
§7,931.01
104,130.32
102,982.98
106,151.62
109,320.40
112,488.10
1560,000.00
166,000.00
162,800.00
167,500.00
172,500.00
177,600.00
83,667.46
92 625.37
94,367.63
97.271.25
100,174.87
103,078.48
150,0600.00
160,000.00
162,500.00
167,500.00
172,500.00
177,500.00
107,482 .41
141,869.44
114,062.86
116,256.48
120,643.52
141,418.52
160,000.00
162,500.00
167,500.00
172,500.00
177,500.00
116,632.29
144,750.41
147,103.75
151,630.02
156,156.28
160,682.56
90,975.43
90,464.97
177,500.00
177,500.00
127,955.35
98,948.37
90,899.74
90,464.97
92,239.43

QOverpayments
Rotled
Amount Forward to
Overpaid 6/30/2007
2,957.90 4,024.18
457.90 576.82
1,603.90 1,593.07
5,114.20 7.514.44
3,517.62 5,168.53
2,901.70 4,263.55
4,651.36 10,041.94
264.33 528.40
14,386.47 21,138.45
61,488.31 61,488.31
37,935.38 37,935.39
12,884.13 12,884.13
14,871.43 14,871.43
8,587.28 8,587.28
3,259.81 3,259.81
11,783.73 11,783.73
13,633.19 13,633.19
9,375.48 9,375.46
{Total 8,160,027.01 |




General - Biemied - SSMRA = B8

Boel  TO95 0 1008 1997 qESH.. 1909 . . z00n . 2001 2002 2003 - - 2004 - 2005 2006 |
asp 0 THO0CG0 75,000 YRO0G 7RH00 75,000 - 7iabG. 75,000
361 75,000 75,000 75000 75000 75,000 75,000 75,000

75,600 75000 75000 75000 75000 . 75000 75,000
75,000 75000 75000 75000 75,000 . 75000 | 75,000
75,060 . 75000  75000.. 75000 75000 75000 75,000
75,000 75,000 75,000 75000 750080 75000 - 75,000
75,000 75000 75000 75000 75,000 75000 V5000
75,000 75000 75600 75000 75000 75000 75000
75,060 75000 750000 75000 75000 75000 75,000
75,000 - 75,000 75000 75,000 75000  TE000 75,000
75000 75,000 75008 75000 75000 - 75,000 V5,000
450 75,000 75600  TE000 75,000 75000 75000 75,000
. 47F 75,000 75,000 75000 75000 75000 75000 75,000
48 75,000 75000 . 75000 75000 75000 75000 75,000
490 75,000 75,000 75000 750000 75000 75000 75,000
50[ 75,000 75000 75000 75000 . 75000 75000 75,000
51 75000 75,000 75000 75000 75000 75000 75,000
521 75,000 75000 75000 75000 75,000 75000 75,000
1 75,000 75,000 75000 75000 75600 75000 75,000
1 75,000 75,000 75000 75000 . 75000 75000 75,000
5] 75,000 75,000 75000 75000 75000 75,000 . - 75,000
580 750000 75000 75000 75000 75,000 75000 . 75,000
4UEFY 75,000 - 750000 75,000 75000 75000 75000 75000
- E] 75,000 75,000 75,000 . 7HG00 75000 - 75000 75223
56} - 75000 75000 75000 76,878 76,978 79,938 82,889
601 78423 78,423 81691 84959 84,955  B8226 91,494
61]  B6,693 86,683 90,305 93,917  e3.917 97,529  104iH
62} 96000 96,000 100,000 104,000 104,000 108,000 112,600
53] 104,000 104,000 108,333 12,8667 112,667 117.000 121,333
641 142,000 142,000 116,667 121,333 121,333 126,000 130,667
550 120,000 120000 125000 130,000 130,000 1085000 140,000
G681 120,000 28000 125000 130000 130,000 135000 140,000
671 120,000 120,000 125,000 130,000 130,000 135,000 140,000

A HEIRON



General - Bisnded - SSNRA = 66

Age| 1935 7966 1957 1558 1569 2000 2004 2000 2003 2004 2005 2006 |

35 75,000 . 75000 75,086 75,000 75,000 75,000 75,000
36 75,000 75,000 75,000 75,000 75,000 75,000 75,000
377 75,0060 75,000 75,000 75,000 - 75,000 78,000 75,000
381 75,000 75,000 75,000 75,000 - 75000 75,000 75,000
39 75,008 75,008 75,000 75,000 75,000 75,000 75,000
40 75,000 75,000 75,600 75,000 75,000 75080 75,000
49 75,000 75000 75,000 75,000 75,000 75,000 75,000
42 75000 75,000 75,000 75,000 75,000 75000 75,000
43 75,000 75,000 75,000 75,000 75,000 75000 - 75,000
44 75,060 75,000 75,600 75,000 78000 75,000 75,000
| 48] 75000 75,000 75,0000 75,000 75,000 75,000 75,000
48] T7S,080 75000 75,000 75,000 75,000 75,0600 - 75,000
47| . 75,000 75,600 75,000 75,000 75,000 75,000 75,000
1 48y - 75,000 75,000 75,000 . 75,000 75,000 75,000 75,000
[ 49f 75000 75000  75000. - 75000 75,000 75,060 75,000
C 504 - 75,000 75,000 75,000 75,000 75,000 75,000 75,600
51 75,000 75,000 75,000 75,000 75,000 75,000
52 75,000 75,000 75,000 75,000 75000 75,0008
53 75,000 75,000 75,000 75,000 75000 75,000
541 75000 75,000 75,000 75600 75,008 75000
55 75,000 - 75,000 75000 - 75000 75000 . 75000
861 - 75,000 75,000 75,600 75000 75080 75,000
57 75,000 75,000 76,000 75,000 75,0000 75,000
58 75,600 75,600 75,008 75000 750000 75,000
59 75,000 75,000 75,000 75,000 75,0000 75,006
60 75,000 75,000 76,585 79,649 79,649 82,742
61 81,274 81,274 84,661 88,047 88,047 91,434
62 90,000 90,000 93,750 97,500 97,500 101,250
&3] 88000  OBO0D 102,083 108,467 106,167 110,250
G4 106,000 106,000  TI0,417 0 114,833 114,833 118,250 BET
g5 114,000 114,000 118,750 423500 123,500 128250 133,000 . 160, , ,00G- 175,000
66| 120000 120000 125,000 130,000 130,000 135,000 140,000 180,000 180,000 165,000 170,000 175,000
&7F 120,000 120,000 125000 - 130,000 130000 135000 140,000 160,000 160,000 - 165,000 170,000 175,000

A HEIRON



Genersl - Blended - SSNRA =67

Agel 1995 1996 1967 1008 1999 2000 200 _

35 78,000 75000 75000 75,000 75000 Y5000 75000

36 75,600 75000 75000 75,000 75000 75000 - 75,000

370 75000 75000 75000 - 75000 75000 75000 75,000

38 75,600 Y5000 75000 75,000 . 75000 750800 75,000

3gl - 75,000 750060 75000 75006 75000 75000 - 75,000

40F 75,000 750000 75008 75,000 75,000 75000 75,000

441 75,006  FB000 75,008 75000 75000 FHO00 75,000

42! 75006 - 75000 75000 75800  T5000 75000 75,000

43 75,006 75000 75000 75000 75000 75,000 75,000

44] 75,000 . 75000 . 75000 75000 75000 75000 75,600

&F 75000 © 75000 75000 75,0000 75000 75000 75,000

46f 75000 75,000 75,000 75000 75000 75000 75,000

47 75,000 75,000 75000 Y5000 750000 75000 75,000

‘48f 75,600 75000 75000 75000  FE0606 75000 75,000

49f 75000 75000 75000 75000 75008 - 75000 75,000

50{ 75000 75000 75000 75000 75000 75000 75,000

511 75000 75000 75000 75000 75000 750000 75000

621 75000 75000 75000 75000 75000 75000 75000

S3F 75,000 75,000 75000 75,000 75000  75000. 75,000

54f 75000 75000 75000 - 75000 75000 75000 75,000

55| 75,000 - 75,080 75000 75000 Y5000 75000 75,000

56| 75000  750C0 75000 75000 75000 75000 75,000

57 7000 75000 Y000 75000 Y5000 YE000 75000

58] 75000 75000 75000 75000 75000 @ 75000 75,000

591 . 7B000 75000 75000 7B000 750000 75000 75,000

60{ 75000 75000 75000 75000 75000 77,198 80,057

8% 7585 75856  7e.017 82177 82177 . B5338 858,499

621 84,000 84000 87,500 91,000 91000 94500 98,000

63] 92,000 92,000 95833 . 909,667 99667 103500 107,333

B4] 100,000 100,000 104,167 108,333 108,333 112,500 1166675 n L
850 108,000 108,000 112,500 117,000 117,000 121500 126,000 160,000 180,000 65000 170,000 175000
66] 114,000 114,000 118,750 123,500 123,500 128250 133,000 160,000 160,000 165000 170,000 175,000
671 120,000 120,000 125000 130,000 130000 135000 140000 160,000 180,000 165,000 170,000 175,000

- HEIRON



